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LEGAL TRAINING FOR ACCOUNTANTS| 


by 


L. C..VOUMARD, B.A., LL.B. 


(Senior Lecturer in Commercial Liw, Melbourne 


Mr. Keown’s article in the March issue 
lat The Australian Accountant, Let’s Look 
fat our Educational Policies, expresses the 
hope that it will ‘‘arouse discussion’’ and 
i give rise to an increasing awareness *‘of 
Mhe importance of education to the 
(Accounting) profession’’. I entertain no 
fonbt but that it will cause many teachers 
of accounting to ask themselves ‘‘How 
Mould we train our accountants?’’ or 
“What should we expect of our account- 

students ?’’ 


© Although I am not competent to speak 
@ the teaching of accounting generally, | 
do feel that those of us connected with the 
aching of the ‘‘legal’’ subjects in an 
accountancy course would do well to ask 
Wurselves—‘*‘ Are we expecting too much?”’ 


) Mr. Keown has, and I think rightly so, 
fawn attention_to the somewhat extra- 
dinary position prevailing with regard 
) the minimum essential attainments laid 
wn as a pre-requisite to the study of 
Mounting. This means in effect that a 
Mudent who has obtained an Intermediate 
ftificate can (subject in some cases, but 

all, to attaining a pre-requisite standard 
Bookkeeping and Arithmetic) commence 
mediately a study of Accountancy. The 

year of the course includes a study 
Commercial Law, and he is at once pro- 
ed into a study of what is to him a most 
mplex subject, with a precise terminology 
its own, and which is in most eases 
irely different from anything he has 
nt at school. It is surely unreasonable 
expect that such a student (unless, of 


Technical College 


course, he has studied Commercial Princi- 
ples at school, which may make his way a 
little easier) can achieve any real and per- 
manent understanding of the subject. He 
has in practically all cases had no oppor- 
tunity at school to undertake any reading 
to broaden his mind and to enable him to 
think clearly and logically, nor is he cap- 
able. as a rule, of appreciating the more 
refined niceties of the English language, or, 
rather, of the language used by our Courts 
and by our statutes. Yet we seek to im- 
press upon him that the term ‘‘void con- 
tract’’ is really an incorrect term, but that 
it is nevertheless accepted as an appropri- 
ate phrase—we ask him to tell us whether 
goods are specific, future, or unascertained 

we explain to him the differences between 
common law and equity, and so on—and 
expect him to- understand it all. And we 
try to do all this without any background. 
That is hardly fair to him. 

1 do not think that the same thing is 
necessarily true of the first year in 
Accounting. There, at least, a student is 
doing practical work, and in very 
many cases has the additional advantage of 
working in some organisation where he may 
be able to debits and credits. Fur- 
fhermore, before he is allowed by some 
teaching bodies to begin accounting studies 
he is required to have passed or obtained 
credit for Bookkeeping, which should have 
afforded him familiarity with the 
special terminology of the accountant. 
There is, however, so far as I am aware, 
no similar requirement by any teaching 
body so far as concerns Commerciak Law. 
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This being so, I think it is reasonable to 
suggest that of his first year subjects a 
student has the greater difficulty with the 
‘‘legal’’ one, which naturally lessens his 
chances of passing in Commercial Law. 
This has been confirmed by my own experi- 
ence as a teacher of this subject. Because 
of this, | have found it to be not unusual 
for a student in his second year of studies 
to be doing the second year of Accounting 
and Commercial Law. His chances of 
passing in that latter subject may be in- 
creased because he is doing it for the second 
time, but even so the almost invariable 
result is that the student will quite possibly, 
through his failure in Commercial Law in 
the first year of the Course, be compelled 
to complete his course ‘‘dragging’’ one 
subject all the time. This may make it 
harder for him to do well in his other 
subjects. 

What, then, can we do about it? I think 
the remedy is twofold—first, we should try 
to raise our entrance standard to ensure 
that a student is mentally better equipped 
to cope with a technical subject, and 
secondly, we should ‘‘streamline’’ our 
course in Commercial Law. The former 


object could also, perhaps, be achieved by 
conducting, concurrently with a prelimin- 
ary course in Bookkeeping (which would, 
so far as »l can gather, be desirable) a 
course in ‘‘Law’’—something to indicate 


what ‘‘Law’’ is, together with an outline 
of its place in modern society, and its 
principal objects. Some passing reference 
«ould also be made to the main types and 
sources of law generally, so that the student 
will not become completely engulfed in a 
maze of precise rules and principles, and 
the ever present exceptions, as soon as he 
comes on to Commercial Law. 

To achieve the second object, however, 
of ‘‘streamlining’’ our Commercial Law 
course is likely to be more difficult, because 
it is here that we must really consider just 
what amount of law an _ accountancy 
student need know. At present we teach 
the Law relating to Contracts, Agency, 
Partnership, Sale of Goods, Hire Purchase, 
Bills of Sale, Liens, Negotiable Instru- 
ments, Guarantees, Bailments, Insurance, 
Commercial Arbitration and Trustees. And 
in many cases too we see fit to incorporate 
something of Mortgages and Landlord and 
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Tenant. Does a student of accountancy 
need to know very much about all these 
subjects? I don’t think so. The average 
accountant can safely dispense with a 
knowledge of Mortgages and Landlord and 
Tenant, and probably, to a large degree 
anyway, with the law relating to Trustees. 
All he need know of this is enough to en- 
able him to cope with executorship account- 
ing, and sufficient of this law could well be 
incorporated into that topic. If we take 
these subjects out of the course, we will 
get more time to concentrate on the remain- 
ing, and more important, matters. But 
even here I think we can confine our 
teaching to outlines. 

The importance of the Law of Contracts 
generally is obvious, as no business can go 
through one day without making a number 
of different contracts. If we can give a 
thorough grounding in Contracts gener- 
ally, then I think wer ean direct the 
student’s mind to the basie outlines only 
of say, Agency, Sale of Goods, Hire Pur- 
chase, Bills of Sale, Liens, Guarantees, 
Bailments, Insurance and Arbitration. Be- 
cause of their practical and everyday in- 
portance, Partnerships and Negotiable In- 
struments are deserving of a little more 
attention, but I flo suggest that our main 
emphasis should 'be on Contracts. 

If | were required to commit myself to 
an actual time table for Commercial Lav, 
I would suggest that of a teaching year of 
33 weeks, 12 be devoted to Contracts, 5 to 
Negotiable Instruments, with primary em- 
phasis upon cheques, 2 to Partnerships and 
1 each to each of the remaining 9 subjects! 
This would still leave adequate time for 
introduction and revision. 

If I may revert to Insurance for a 
moment, I think we are definitely expecting 
far too much there. After all, an accoun- 
tant is going to be concerned to a large 
extent with the acquisition of goods, and 
he will want to know, and _ perhaps his 
clients will want to know too, just how 
these assets may be protected against loss 
by fire, theft, or accident. It seems to me 
that we devote too much time and energy 
in dealing with the highly technical subject 
of Marine Insurance, when our time could 
more profitably be devoted to an outline 
consideration of the various other types 0 
insurance. Would it not be sufficient if 


i A similar ratio could be achieved ia correspondence tuition. 
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we were to say to our students that all 
contracts of insurance are contracts of the 
utmost good faith, and that an insurable 
interest must exist, and that except for 
Life and Personal Accident and Sickness 
policies, all insurance contracts are con- 
tracts of indemnity; and then, having ex- 
plained what these terms mean, go on and 
point out the main principles underlying 
insurances such as Workers’ Compensation, 
Plate Glass, Burglary, Fire, Theft, Loss of 
Profits, and touch briefly upon Life and 
Marine as well? Surely the majority of 
accountants will be quite disinterested in 
considerations of what is a Constructive 
Total Loss, or a Free of Particular Aver- 
age warranty, etc. 

If we amend our teaching of Commercial 
Law on these lines, then we are going to 
pass bur students on to the next phase of 
their ‘‘legal’’ training with a greater grasp 
of essentials, together, probably, with an 
enhanced ability to apply principles and 


absorb the detail required in the later sub- * 


And I think we are wrong in allow- 
ing a student to commence further ‘‘ Law’’ 
subjects unless he has a good grasp of the 
elements of Commercial Law, especially the 
Law of Contracts, as this is the very basis 
of commercial dealings. 

The other ‘‘Law’’ subjects taught at 
present are three, Bankruptcy Law, Com- 
pany Law, and Income Tax Law. No 
accountant could reasonably be considered 
competent unless he had a very sound 
knowledge of these two latter subjects, but 
I doubt very much whether we are on the 
right track in devoting to Bankruptey Law 
an equal importance. After all, does the 
average accountant need to have a detailed 
knowledge of Bankruptcy? I suggest that 
he may safely dispense with all but a know- 
ledge of its bare outline.ii The main pur- 
pose of bankruptey is surely to enable a 
creditor whose debtor is unable to pay in 


jects. 


ii This is borne out by statistics made available 
from the Attorney-General’s annual report. 
In the year ended 31.7.40, which can be taken 
as a ‘*normal’’ year, there were 909 seques 
tration orders made, 438 proceedings under 
Part XI of the Bankruptey Act, and 554 pro- 
ceedings under Part XII—a total, for the 
whole of the Commonwealth, of 1901 pro- 
ceedings under the Act. During that same 
period the Official Receiver finally wound-up 
973 estates, while trustees in Bankruptcy 
finally disposed of 730; including 23 on 
sequestration orders, 361 under Part XI and 
346 under Part XII. 
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full to take some action which will permit 
him to receive some portion of his debt. 
If we show ‘the accountancy student that 
this can be done in compliance with an Act 
of Parliament, then we are teaching him 
enough. We could point out to him that 
if the debtor commits certain acts, then the 
creditor may, in certain circumstances, take 
proceedings to have the debtor’s estate 
vested in some person charged with the 
duty of realising thé assets and distributing 
them rateably amongst the creditors, sub- 
ject to certain priorities. In addition, we 
could point out the other courses made 
available to a debtor by Parts XI and XII 
of the Bankruptey Act. 

This argues that bankruptcy is, in its 
last analysis, merely a mercantile remedy, 
and as such it could well be dealt with in, 
at the most, two hours’ lectures in Commer- 
cial Law—just enough to give the student 
some grasp of the purpose of the Bank- 
ruptey Act and some idea of the broad 
administrative effect of it. 

Then, in Company Law, in dealing with 
the position of liquidators in winding-up, 
further reference could be made to the 
position of a trustee in bankruptcy, setting 
out his powers, rights and duties and en- 
abling the student to appreciate the differ- 
ence between the bankruptcy of an individ- 
ual, and the ‘‘bankruptey’’ of an incor- 
porated company. Again, some two or 
three lectures would be adequate to cover 
this. iii 

If we could adopt this procedure, we 
would not be running the risk of giving a 
student a lot of unnecessary knowledge, 
and would thus leave him free to bend his 
energies to a greater grasp of the more 
important Company: Law. 

I said earlier that the average accoun- 
tant can quite safely dispense with a de- 
tailed knowledge of Bankruptcy Law; show 
him in outline what the act seeks to do, 


At the same time, there were 427 persons 

registered as qualified to act as trustees in 
bankruptcy, of whom only 304 were actively 
engaged in the administration of estates. 
This number is a very small proportion of 
the total number of practising public accoun- 
tants, indicating, in my opinion, that the 
great majority of accountants can safely dis- 
pense with a detailed knowledge of bank- 
ruptey procedure and administration. 
It should be quite possible to evolve a post- 
graduate course in bankruptcy for any 
accountants desirous of undertaking a 
detailed study of that subject. 
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and how it seeks to do it, and he will have 
assimilated sufficient for his needs. But 
conversely, no accountant can be considered 
competent unless he knows, and really 
knows, Company Law, because so much of 
our present day accounting is bound up 
with Corporation accounting. It is impos- 
sible in a short course of six months, and 
that is the amount of time devoted to Com- 
pany Law at present, to do much more than 
bring to a student’s attention the salient 
features of Company Law. And that is 
not enough; we must give him a detailed 
knowledge. If we reduce the time devoted 
to bankruptcy as I have suggested, then 
we can give an adequate treatment to this 
all-important topic. 


And then there is Income Tax Law. | 
think it would be redundant were I to try 
to enlarge upon the importance of this. It 
is a subject which so vitally affects all of 
us, whether we be accountants or not (pro- 
vided, of course, that our income is not less 
than £250 per year) that the value to an 
accountant of a thorough knowledge of it 
cannot be over emphasised. 


Finally, may I just refer to a question 
very often asked by (mainly) first year 
accountancy students—‘Why do we, as 
acecountaney students, need to know law 


when we are not going to be lawyers?” 
One answer to that is this—‘Just as you 
could not properly take part in a game of 
tennis without some knowledge of its rules. 
so you can’t take your place in the business 
world unless you know something of its 
rules. And its rules are found, to a large 
extent, in those legal principles called 
‘*Commercial Law’’, bearing in mind that 
in its widest sense this term includes Com- 
pany Law and Bankruptey Law’’. 

But it goes further than that. In a 
democratic society, where government jis 
carried on by the elected representatives of 
the community, the government, in enact- 
ing various statutes, is merely giving effect 
in the last analysis to public opinion. An 
Accountant, just as any member of the 
community, can play his part in shaping 
public opinion. But in matters pertaining 
to the business world, he will only be cap- 
able of forming a considered opinion if he 
is able to understand just what legal rules 
are really needed to assist that business 
world. As teachers of the ‘‘legal’’ subjects 
of accounting we can help to give the 
accountancy student the background to 
assist him to form that opinion, but in 
doing so we should concentrate upon shap- 
ing our teaching to enable us to supply a 
background of law for an accountant 


PROXY STATEMENTS. 


An interesting practice followed by 
many American corporations with large 
numbers of shareholders is the issue with 
the Notice of Annual Meeting of the cor- 
poration of what is known as a Proxy 
Statement. This Statement invites stock- 
holders to lodge proxies in favour of speci- 
fied persons, gives detailed information 
(sometimes lengthy) as to the various items 
on the agenda, and indicates the way in 
which the persons named in the proxy will 
vote on each item. To cover cases in which 
matters not specified in the Notice of 
Meeting may be brought before the Meet- 
ing, the Proxy Statement often includes 
some such statement as the following: 


The Management does not intend té 
bring before the meeting any matters 
other than the election of directors, and 
at the date of this proxy statemen\ the 
management is not informed of ‘any 
matters that others may bring before the 
meeting. However, if any other matters 
legally come before the meeting, includ- 
ing a vacancy caused by one or more of 
the above-mentioned nominees becoming 
unavailable for election prior to or at 
the time fixed for the meeting, and at 
any adjournment thereof, it is the inten- 
tion of the persons named in the enclosed 
form of proxy to vote said proxy i 
accordance with their discretion on such 
matters. 
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VALUATION OF SHARES IN | COMPANIES 


The article on Valuation of Shares in 
Private and Proprietary Companies by 
VY. S. Young, F.1.C.A., in the November 
1947 issue of the Chartered Accountant in 
Australia was diseussed at the March 
meeting of the Taxation Discussion Group 
of the Victorian Division of the Common- 
wealth Institute of Accountants. During 
the course of the dliscussion, members com- 
pared their methods and experiences in 
relation to this subject. 

It was agreed that in each case the 
following points should be given special 
onsideration :— 

1) The rate of profit which the pur- 
chaser should reasonably expect 
from the investment. This may be 
ascertained by obtaining an average 
rate of return in listed companies 
engaged in a similar type of busi- 
ness and adjusting it in order to 
meet the features peculiar to a pri- 
vate or proprietory company. 

Particular attention would have 
to be given to the matters under- 
mentioned, in those cases where the 
purchaser is acquiring a minority 
interest only: 

(a) The fact that the shares ac- 
quired could be made _ practi- 
cally valueless by a majority 
holder ; 

(b) The management and personnel 
of the company. 

Another factor which should be 
borne in mind when assessing the 

rate of profit is that if there is a 


possibility of the investor having to 
realise his shares at short notice, 
then a higher return would be called 
for in order to compensate for lack 
of liquidity. 

The actual return the purchaser is 
likely to receive from the company. 

To ascertain these figures, a de- 
tailed survey of past returns is 
necessary. In _ estimating future 
profits many unknown factors have 
to be taken into consideration, viz. : 
Economic conditions likely to pre- 
vail, the possibilities of expansion 
or contraction of the company’s 
business, rates of tax, ete. It is on 
these points that a wide divergence 
of opinion exists when making valu- 
ation. 

In those cases where the expected 
return can be assumed to exceed the 
normal return and there are 
‘*superiot’’ earnings, the question of 
goodwill arises. There again differ- 
ent methods are adopted, both for 
valuation purposes and in the man- 
ner in which the goodwill is treated 
in regard to the full valuation. This 
was fully discussed by members 

In conclusion, some members expressed 
the view that wide variations can and do 
take place in valuing the shares of private 
or proprietary companies, and that it 
would be to the interest of the profession 
generally if some standard method could 
be evolved whereby this position might be 
overcome. 
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THE GENEVA TRADE CONFERENCE 


by 


Hon. Joun J. DepmMan 


Minister for Post-War 


Tariff negotiations were carried out in 
Geneya in 1947 for the purpose of bringing 
about a reduction of trade barriers as a 
conerete step towards the expansion of 
world trade. 


GENERAL AGREEMENT. 


The General Agreement on Tariffs and 
Trade was drawn up at the conclusion of 
those tariff negotiations. This contains the 
schedules of tariff rates which were agreed 
upon and a number of general articles re- 
lating to the import and export of goods by 
countries parties to the Agreement. With- 
out the general articles any reduction in 
tariff rates could be rendered ineffective by 
other measures such as quantitative import 
restrictions, or discrimination of various 
kinds in favour of other parties. 

The tariff schedules are the outcome of 
complicated negotiations between seventeen 
countries. The method of procedure was 
for any pair of countries to negotiate on 
the products for which each was the ,prin- 
cipal supplier to the other. The results of 
individual bilateral negotiations were then 
generalised to all other participating 
countries. Altogether over a hundred and 
twenty pairs of countries concluded bilat- 
eral agreements and the overall benefits are 
considerable. 

The Government decided to apply the 
Agreement provisionally from November 
18th, and Parliament has enacted the new 
tariff rates. The reason for this provisional 
application is that once tariff rates have 
been negotiated it is impossible to keep 
them secret for an indefinite period with 
sO many countries concerned. When they 
have been published, practical administra- 
tive difficulties are likely to arise unless 
they are brought into effect immediately. 
It was therefore agreed at Geneva that 
eight countries most important in the field 
of international trade, including Australia, 
should apply the agreement provisionally. 
The other countries are : — Belgium, 
Canada, France, Luxemberg, the Nether- 
lands, the United Kingdom and the United 
States. 


reconstruction 
ADVANTAGES. 


Australia’s interest in the results may 
be considered under three main heads :— 
first, their likely effect on world trade gen- 
erally; secondly, on the position of the 
United Kingdom as a trading nation: and 
thirdly, on the opportunities for the future 
development of Australian export indus- 
tries. 

(1) Effect on World Trade. 

Australia is vitally dependent on over- 
seas countries for essential supplies—not 
only for consumer goods but for the equip- 
ment and raw materials necessary to sus- 
tain manufacturing industries. We can 
only pay for these supplies if we can find 
profitable markets for our exports. There- 
fore, unless world trade is large and stable, 
Australia must suffer. One of the biggest 
handicaps to healthy international trade 
today is the world-wide shortage of dollars 
This affects us indirectly, through its 
cramping effect on some of our best cus- 
tomers, and also directly by forcing us to 
cut down on imports which our industries 
veed and on items like petrol, a plentiful 
supply of which is so important for the 
community generally. The General Agree- 
ment has resulted in a substantial lowering 
of the United States tariff, and thus gives 
the rest of the world the opportunity to 
increase its exports there, thus helping to 
relieve the current dollar shortage. 

2) United Kingdom. 

Australia’s biggest market has always 
been Great Britain. We rely on selling our 
products on the British market and using 
the sterling proceeds to buy our imports 
wherever necessary. Our interest in the 
strength and convertibility of sterling 
therefore, is very strong. Sterling can only 
be convertible to the extent that British 
purchasing power can be sustained, and 
this in turn, depends on British exports 
The position of Britain, so vital to Us, 
should be greatly improved by-the lowering 
of tariffs of other countries, and especially 
those of the United States. 
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3) Future Exports. 

Even when turning to the third and very 
important aspect of the negotiations, the 
effect on individual Australian’ industries, 
the same factor is dominant—the crucial 
importance of opening up the American 


market. 

The industrial output of the United 
States exceeds that of the rest of the world. 
Its counterpart is an immense market for 
raw materials and even for foodstuffs. The 
American population has increased by al- 
most twice that of Australia in less than 
ten vears, While the average income per 
head has been rising even faster. America’s 
purchasing power is enormous and but for 
high tariffs, she would normally import far 
more foodstuffs and raw materials. 

The Commonwealth Government re- 
sarded the negotiations between the United 
States and Australia as the most important 
of those conducted by our Delegation, not- 
withstanding the benefits to be derived 
from the other agreements that we 
cluded with the United Kingdom, France, 
Benelux (the Belgium-Netherlands-Luxem- 
berg Customs Union), Czechoslovakia, Nor- 
way, India, Pakistan, China, Brazil, Cuba, 
Chile, Syria, Lebanon, South Africa, New- 
foundland, Burma and Ceylon. 


con- 


CONCESSIONS FROM U.S.A. 

The most important single item is wool. 
The duty was reduced by 25%. This is 
important, not only for its own sake but 
because it ensures that. increased duties 
may not be imposed for the duration of the 
Agreement. It is well known that Australia 
suspended negotiations with America, thus 
risking the breakdown of the whole Geneva 
negotiations, until the President vetoed the 
Bill to permit the imposition of quantita- 
tive restrictions on foreign wool. An Aus- 
tralian Agreement with America which did 
not include wool would have been quite 
unsatisfactory. 

On beef, butter, mutton and fat lambs we 
received a 50 per cent. reduction in duty 
which the American administration is em- 
powered to make without having to go to 
Vongress for approval. The butter offer 
of a duty of 7 cents instead of 14 cents a 
pound is subject to an annual quota of 
0 million pounds, but this is limited to the 
Southern Hemisphere season and thus 
operates for the benefit of Australia and 
New Zealand. With our contractual com- 
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mitments on butter exports this quota will 
be difficult to fill for some time. Beef and 
veal in future will pay a duty of only 3 
cents a pound, instead of six; mutton 23 
cents instead of 5 and lamb 34 cents in 
place of 7 cents. As with butter, our long- 
term contracts with the United Kingdom 
in respect of these meats will limit our 
ability to develop the American market in 
the near future. However, in relation to 
the future expansion of our major primary 
industries these tariff concessions are of 
vital importance from the long-term point 
of view of Australia’s development. 

The complete list of concessions by 
America to Australia covers a considerable 
number of products. It contains all our 
principal export items to U.S.A. and in- 
cludes furskins and sheep-skins, eucalytus 
oil, tallow, hides, apples, casings, ores, 
specified timbers and certain processed and 
manufactured goods. In addition, Austra- 
lian trade will benefit from a number of 
further tariff reductions made by America 
at the request of other countries, especially 
on certain manufactured products, of which 
woollen goods may be regarded as the out 
standing example. 

CONCESSIONS BY AUSTRALIA. 

® In return for the advantages gained, 
Australia had inevitably found it necessary 
to make a number of concessions, both in 
our own protective tariff and in certain 
margins of preference which we have en- 
joyed in other British Commonwealth 
markets. 

The Government made a very careful 
examination of every tariff request and no 
concession was offered unless it was certain 
that the industry concerned could with- 
stand it. 

The veductions in the Australian protec- 
tive tariff are many in number but individ- 
ually very small except in certain cases 
where duties were previously very high. 
Australian costs have risen in recent years 
much less than those of most important 
overseas countries, while our industrial 
efficiency has considerably improved. 
Australian industry is fully able to with- 
any additional competition which 
may result from the reduction in duties. 
Even with these reductions the relative 
competitive position of our manufacturing 
industries is much stronger than before the 
war. 


stand 
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Certain reductions of existing prefer- 
ential margins in Empire markets have 
been accepted. The most significant con- 
cessions which Australia has had to agree 
to on products in which a_ worth-while 
export trade has been developed, relate to 
dried and canned fruits in the United 
Kingdom, Canada and New Zealand 
markets. However,*these reductions have 
been moderate and the preference still re- 
maining is generally so substantial that 
these industries should not be adversely 
affected. The preference margin on canned 
peaches, pears and apricots in Great 
ad valorem. Canned pineapples are not 
affected. The preference on raisins in that 
market has been reduced from 10/6d. to 
8/6d. a ewt. In Canada the margin on 
canned peaches, apricots, pears and pine- 
apples, has been reduced from 3 cents to 
2 cents per Ib. and on raisins from 4 cents 
to 5 cents per lb. In New Zealand the mar- 
vin has been reduced to 20% on canned 
pineapples, 123% on canned apricots, 
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peaches and pears and -?d. per lb. om 
raisins. The existing preferences on dried 
currants are not affected. The preferences 
that remain on these products are stil] 
high. 


Existing preferences on such important 
items as meat, butter, sugar and _ fresh 
apples in the United Kingdom have not 
been affected by the negotiations. 


CONCLUSION. 

The General Agreement on Tariffs and 
Trade must be assessed as a whole, how. 
ever, rather than by its effect on any one 
industry. Besides contributing towards an 
expansion of international trade as a whok 
and to an easing of Britain’s difficulties, jt 
should underwrite the future expansion in 
Australian primary and secondary indus- 
tries. 


Canberra, 
April 22nd, 1948. 


ANALYSIS OF STOCK TURNOVER RATES 


by 


P. Ross Broty, B. EC., A.I.C.A. 


THE MEANING OF StocK TURNOVER RATES. 


The expression ‘‘Turnover Rate’’ is 
frequently used in the analysis of trading 
results, being applicable to factors of pro- 
duction, to personnel, or to stocks of mer- 
chandise. These things flow into and out 
of businesses in a period of time, and their 
Gpeed of flow is measured by their respec- 
tive turnover rates. Stock Turnover Rates 
measure the speed at which average annual 
inventories are sold and replaced dtring a 
vear. In these notes the Stock Turnover 
Rate will be considered from the viewpoint 
of retailers and, for brevity, the phrase 
Stock Turnover will be called simply 
‘*Turnover’’. 

A Turnover Rate is conventionally ex- 
pressed as a stock turn of so many times 
per annum, Thus, where annual sales are 
equal to three times the average stock car- 
ried, the stock is said to turn over three 
times. The concept is therefore both an 
abstraction and an approximation. Never- 
theless it is very useful to both manage- 


ment and investors. Experience has shown 
that certain relationships between stocks 
and sales are more efficient than others; the 
idea of stock turn rates enables standards 
to be established and results compared with 
them. 

Furthermore, although 
abstraction it is based on common 
Each article in stock is said to ‘‘turn over” 
when it When it takes, say, four 
mouths to sell out a line of stock it can be 
said that the line has a turnover rate of 
three (times per annum). The turnover 
rate for a department is a weighted average 
of all of the individual turnover rates of 
the various lines stocked in the depart- 
ment. 


the idea is an 


sense 


is sold. 


CALCULATION OF TURNOVER RatTEs. 
The turnover rate for a department is 
computed by dividing annual sales by 
annual average Either cost or 
retail values may be used, as shown below 
It is assumed that the annual trading 
results of department ‘‘A’’ are as follows: 


stocks. 
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Stock beginning of Year 
Purchases for Year 
Stock end of Year 

Cost of Sales 

Sales 
Markdowns 4d i nia 
Method 1 (at cost) 


4651 





Turnover Rate 


(2000 + 849) 





2 
4651 
1424 
3.27 times 
It will be observed that the cost and 
retail methods give different answers. This 
is due to the fact that in method 1 mark- 
downs increase the dividend and reduce the 
while in method it is only the 
divisor which is affected. Where mark- 
downs oceur the cost method will always 
show a faster turnover rate than the retail 
method. If there were no markdowns the 
two methods would yield identical ratios. 
However, markdowns are usually made 
during the period and must be taken into 
account. Usually the differences between 
the answers given by the two methods are 
not large enough to be important. In the 
U.S.A. the Retail Method is the more 
popular where the Retail Method of Inven- 
tory is employed. The Cost Method is 
probably more popular in both England 
and Australia. 


divisor, 


Regarding the calculation of turnover 
rates the following points should be noted: 


(a) Average stocks have been calculated 
in the above example by simply 
adding together opening and closing 
stocks and dividing the sum by two. 
This method is adequate for some 
purposes but, where precise results 
are required, it is not. The crude 
average the B fluctuations 
which take place during the year 
and the fact that stocks are usually 
at their lowest ebb at stocktaking 

For a reasonably accurate 


ignores 


dates. 
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Cost Price Retail Price 

£ £ 
2000 2666 
3500 4666 
849 1132 

4651 
6000 
oi 200 
Method 2 (at retail) 


6000 
Turnover Rate . . 
(2666 + 11382) 


9 


= 


6000 


1899 


3.16 times 


figure a monthly average is usually 
sufficient. This is computed by 
adding together the stock at the 
beginning of the year and the twelve 
end-of-month stock totals and divid- 
ing the sum by 13. 

Where retail inventories are kept 
the necessary monthly stock totals 
are simply extracted therefrom. 
Where there are no such records, 
estimated stock values at cost may 
be calculated by using the well- 
known formula: 

Closing Stock 

(at cost 


Opening Stock 
plus Purchases 
less Sales (at 
estimated Cost) 
- and 
Sales (at esti- Sales less Esti- 
mated cost mated Markup 
Turnover rates are usually quoted 
on an annual basis and trading 
results for other periods should be 
converted to annual equivalents be- 
fore computing stock turn rates. 
Thus, where trading figures cover a 
period of six months the sales total 
should be multiplied by two before 
dividing it by average stocks. 
In calculating turnover rates, the 
divisor and dividend should be ex- 
pressed in the same terms, either 
eost or retail.” A fivure derived by 
dividing sales at retail by stocks at 
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cost has no meaning. It does not 
measure actual stock turn and is 
useless for comparison with properly 
compiled turnover rates. Further- 
more, figures of this type cannot 
even be compared with past figures 
calculated the same way because the 
results will vary with the gross 
profit earned. It should not be nec- 
essary to point out the shortcomings 
of this type of calculation but it is 
a fact that some quite well-known 
Public Accountants still use this 
incorrect method. 

Ustnc COMPARISONS OF TURNOVER RATES. 

Turnover rates for a given business may 
be compared with results for similar busi- 
nesses, with standard stock turn rates or 
with past results of the same _ business. 
Such comparisons are valuable but must be 
made earefully. No two businesses are 
exactly alike, and some which appear to be 
similar are fundamentally different. An 
attempt to approach the turnover rates 
shown by businesses which work on differ- 
ent policies could easily injure the balance 
of stocks and sales in the business making 
the attempt. 

‘*Rules of thumb’’ as to desirable turn- 
over rates should be avoided. The follow- 
ing remarks indicate some of the factors 
affecting the turnover rates we should 
expect from vartous retail businesses: 

(a) A store which can replenish stdcks 

easily should achieve faster turnover 
rates than one which can obtain 


deliveries only at infrequent inter- 


vals. For instance, a suburban store 
should achieve a higher turnover 
rate than a similar bi&iness located 
some distance from the nearest 
capital city, and a chain store 
branch which can replenish stocks 
weekly from head office bulk store 
should turnover its stocks much 
faster than an ordinary independent 
store which has to carry some reserve 
stocks. Similarly, a store handling 
lines which can be replenished 
weekly or monthly from local fae- 
tories is in a position to turn stocks 
over more quickly than one which 
deals mainly in imported goods 
which are not so readily available. 
Perishable goods must be turned 
over quickly to avoid deterioration. 


Such goods, e.g. fruit, are usually 
easily replenished. Turnover rates 
in perishable goods may vary from 
50 to 300 times per annum. 

The class of goods handled fre. 
quently affects the turnover rates 
which can be achieved. A store 
handling only fast-selling, popular. 
priced lines would naturally turn its 
stocks over more quickly than one 
catering for a high-class clientele, or 
for a general family trade. 

Goods which earn a low gross profit 
must turn more quickly than others 
to earn the same amount of money 
profit. Consequently departments 
handling a large percentage of low- 
markup lines should show faster 
turnover rates than departments 
operating on higher markups. 
Some stores must carry larger stocks 
than others to offset the effects of a 
relatively poor location. 

The turnover rate for a department 
is a weighted average of the turn- 
over rates of the individual goods 
stocked. Variations in the depart- 
mental turnover rate can, therefore, 
arise because of variations in the 
proportions of fast and slow goods 
stocked. 

Due to the complexity of the factors 
determining turnover rates, and to 
the numerous differences between 
businesses which are superficially 
similar, the best standards of com- 
parigon in many cases are the past 
turnover ratios of the same business. 
The trend of these figures .is the 
significant aspect. A continuously 
falling trend for example would be 
a cause for. coneern. 

Other things being equal, it is desir- 
able that turnover rates should be 
as fast as possible. Slow-moving 
stocks lead to depreciation and 
markdowns, increase costs of selling, 
storage and insurance on_ stock, 
interest on finance, and restrict buy- 
ing with consequent detriment to 
the gssortments offered to “its cus- 
tome. On the other hand, it 
should be noted that it is not always 
desirable to reduce stocks with a 
view to improving turnover because 
there’ are certain minimum stock 
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levels which are necessary to main- 


tain sales. If stocks are reduced 
below these levels sales would tend 
to fall. 
The remarks above indicate that due 
to the presence of a number of con- 
flicting factors it is dangerous to lay 
down hard and fast rules regarding 
the desirable turnover ratios for a 
particular business. Nevertheless, 
results shown by other businesses 
are often a valuable guide. Research 
as to the ratios generally achieved 
in various businesses has not pro- 
eeeded very far in Australia, and 
although various pronouncements 
have been made from time to time 
they amount generally to statements 
of opinion. The National Retail 
Dry Goods Association of America 
has done some valuable work in 
this regard. The following tabula- 
tion shows the groupings of the 
actual Turnover Rates of America’s 
main Department Stores for 1936: 
Deparimental Stock Turnover Rate Groupings 1936 
Source. Controllers Congress National Retail Dry 
Goods Association of America 1937. 
Departments Stockturn Rates 
Silks, Rayons, Woollens, Silverware, 
Ladies Shoes, Men’s Clothing, 


Oriental Rugs, Domestic Floor 


Coverings, China and Glassware, 
Sporting Goods, Tyres and Motor 
Accessories 

Blankets ete., Notions, Toiletries, 
Foundation Garments, Ladies’ 
Underwear, Furs, Men’s Furnish- 
ings, Furniture, Radios, Toys 
Umbrellas, Neckwear, Ladies’ 
Hosiery, Negligees and 
Small Leather Goods, Sportswear, 
Knitwear, Girls’ Wear, Aprons, 
House Dresses, Uniforms, Refrig 


erators 


0.1 to 2.9 


Robes, 


5.0 to 6.9 
Coats and Suits, Women’s and 

Misses Dresses, Blouses and 

Skirts 7.0 to 8.9 
Millinery, Inexpensive Frocks, 

Junior Misses Dresses, Candy Over 9 


Australian experience would not always 
agree with American, due to the different 
business conditions prevailing. It is un- 
likely that the faster of the stockturn rates 
shown in the table would be achieved very 
often in this country. The writer would 
consider satisfactory any rates which, in 
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normal times, bettered the following ratios: 
Department Rate 

General Drapery, Manchester 

Dress Materials 

tlosiery, Frocks, Ladies’ Under 

wear, Men’s Clothing 

vrocery 

Jobbing and Consignment 

Departments 12 

Perishables 50 to 150 


CORRECTION OF SLOW STOCKTURN RATEs. 


The correction of slow turnover rates is 
a matter mainly for the merchandise staff. 
It may, however, fall to the accountant, 
either as Public Accountant or Auditor, to 
point out the necessity for such action. 
The type of action required to correct 
poor turnover rates will depend on the 
reasons for the poor rates. They may be 
due to one or more of the following 
reasons : 

(a) an accumulation of unfashionable 
goods, buying mistakes and rem- 
nants ; 
an increase in the proportion of slow 
to quick selling lines stocked ; 
overbuying ; 

(d) declines in sales unaccompanied by 
corresponding reductions in stocks. 

The appropriate action in the first three 

eases would include close scrutiny and con- 
trol of future buying, together with posi- 
tive action to sell the slow-moving lines 
with the objective of reducing stocks to 
their proper proportion to sales. It is 
possible that this could be the remedy in 
the fourth case, but caution would be 
necessary. before acting accordingly. If 
stocks are alréady at a low ebb it is possible 
that further reductions therein would im- 
pair even the low volume of sales beimg 
recorded and lead to further falls It is 
now realised that much harm was done 
during the World Depression because of 
attempts to pare stocks to keep pace with 
declining sales. This type of situation is, 
happily, not the normal one except in times 
of general trade depression when many 
standards have to go by the board. Gener- 
ally speaking, when stock turn rates are 
considerably poorer than average the ap- 
propriate action is to bring stocks into line 
with sales 
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COMMERCIAL EDUCATION 
IN SOUTH AUSTRALIA 


L. A. BRADDOCE, A.1.0.A. 


FACILITIES AVAILABLE. 


The young man entering upon a career 
in commerce in South Australia has several 
avenues open to him in seeking an educa- 
tion which will enable him successfully to 
follow his chosen profession. Chief amongst 
these are: 

1. Attend the University and take the 

Degree in Economics ; 

Attend the University and take the 
Diploma in Commerce or the Diploma 
in Public Administration ; 

Attend the South Australian School 
of Mines and Industries and take the 
Diploma in Accountancy ; 

Study privately, or with a coaching 
house or correspondence school, and 
sit for the ‘examinations of an 
Accountancy Institute ; 

Take various other specialized courses, 
e.g. Secretarial, Banking Institute, 
Insurance Institute or other examin- 
ations. 

With the exception of the Degree in 
Economies, which is truly a branch of the 
Faculty of Arts and is not a commerce 
dlegree proper, all of these courses may be 
grouped as constituting a ‘‘commercial’’ 
education of one kind or another. It will 
be noticed that the prospective student has 
a number of alternative kinds of courses 
from which to choose that which appears to 
best satisfy his own individual require- 
ments. He also has a choice of several 
methods of study, i.e. he can attend classes, 
take correspondence lessons, employ a pri- 
vate coach or simply study privately. On 
successful completion of any of these 
courses, the student receives a diploma and 
considers himself commercially educated 
and properly equipped to practise his pro- 
fession. In most cases, the diploma carries 
with it the right of entry into the appro- 
priate professional organization. So far, 
so good, but let’s look at his qualification, 


and from here on, as we are members of 
an Accountancy Institute, I confine my 
attention to education for the Accountancy 
profession. 


Is 1r A PROFESSIONAL TRAINING? OR A PRo- 
FESSIONAL EDUCATION ? 


A consideration of these questions in- 
volves defining the terms profession, train- 
ing, and education. Accountants have long 
asserted their right to be ranked with the 
professions by virtue of the fact that the 
practice of accountancy, whether as a 
public practitioner or as an employee, in- 
volves the mastery of a established body 
of knowledge at a definite educational level, 
the use of personal skill in its application, 
and the individual relationship which exists 
between the practitioner and his client or 
employer. This assertion on our part has 
been gradually accepted by the older pro- 
fessions, and is not in question here. The 
other two terms are more important to my 
purpose. <A professional ‘‘training’’ may 
be defined as that part of a professional 
man’s mental training which is the basis 
of the practice of his profession ; it provides 
as it were, his tools of trade, which give 
him mastery of the techniques of his pro- 
fession. It is technical in its nature and 
in its application in his daily work. An 
examination of the syllabus of each 
Accountancy Diploma listed in the first 
part of this article reveals that each of 
them provides this technical training for 
the prospective accountant. Each course 
covers the basic theory and practice of 
Aceountaney and Auditing, together with 
their allied legal subjects. Some courses 
go a little further and provide for elemen- 
tary studies in but in all 
courses, the emphasis is overwhelmingly 
technical rather than educational. By con- 
trast, ‘‘education’’ is a much broader con- 
cept than is ‘‘technical training’’. Whereas 
technical training is a narrow, tools of 
trade term, the mastery of which gives an 


Economies, 
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accountant the ability to see his subject 
and his work within the circumscribed 
compass of an intensive but narrow range 
of study, true commercial education widens 
the accountant’s horizon and enables him 
to see his subject and his work in the light 
of a wider knowledge, a broader compre- 
hension of the economic, geographic, com- 
mercial and social relationships which 
inter-act on each other and on the factors 
which concern the accountant and which 
he endeavours to interpret within the scope 
of the practice of his profession. 

Professional education is thus a much 
more comprehensive concept than -profes- 
sional training. but as the greater always 
includes the lesser, technical professional 
training must be the basis of the wider 
field of professional education. In the field 
of education for accountancy, the technical 
part is very well provided for in South 
Australia, but the broadening educational 
subjects are conspicuously absent from the 
various syllabi, with the minor exception 
of Banking, Finance and Exchange, for 
some Institutes and the School of Mines, 
and Eeonomiecs at the University. Jn the 
absence of a commerce degree at Adelaide 
University, there is no other alternative 
senior course in South Australia which 
provides for this added education for 
accountants, and so the profession must 
rub along as best it can without the advan- 
tages which accrue from the educational 
as distinct from, and additional to, the 
technical part of the preparation of its 
young men. 


Dors 1t MATTER? 


Up to the present it does not seem to 


to have mattered very much, otherwise 
some of the many parties interested in 
commercial education in South Australia 
would have made a move to remedy the 
position. So far as the practice of 
Accountancy is concerned, it is quite evi- 
dent that the available courses do equip 
members for the practice of this profession, 
as nearly all accountants in South Australia 
obtained their qualifications in one of the 
methods set out at the beginning of this 
article. Indeed, it can be argued with 
much truth that present courses provide 
amore than adequate equipment for many 
accounting appointments, in both commer- 
cial and practising positions. If we accept 
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this, we must recognize that available faci- 
lities of present Diploma courses will con- 
tinue to satisfy the requirements of many 
accountants and will adequately satisfy 
the demands of the positions which those 
men will occupy. These diplomas thus 
satisfy a real-need i& the community. How- 
ever, in recent years, developments both 
within and without the profession have 
made it clear that the added responsibilities 
and developing functions of the accountant 
are now such as to require a much broader 
education and a much wider knowledge in 
the man who would aspire to the summit 
of his profession. The development of the 
consultative, analytical, interpretive and 
managerial functions of accountaney are 
demanding a better educational equipment 
of those who would practise the profession, 
either commercially or as a public practis- 
ing accountant. If the profession as a 
whole is to continue adequately to satisfy 
the increasing demands which are being 
made on its members by the needs of gov- 
ernments, commerce, and industry, it will 
need to examine critically the educational 
preparation of its recruits in this Sttae, 
giving particular attention to the type of 
subjects in the various syllabi, and the need 
to provide a broader education for at least 
some of its members. 

Other factors have a bearing on the 
matter. We claim to be a profession, but 
does our training bear comparison with 
that of other professions? An analogy can 
be drawn from the facilities available to 
our parent profession, the legal profession 
in South Australia. A student desirous of 
entering the legal profession in this State 
has two avenues open to him. They are: 

1. Obtain the 

Laws; or 
2. Obtain the final certificate in Law. 

Both are University courses. In either 
case the successful student is entitled to 
enter upon the practice of his profession, 
vet these two courses differ widely in scope 
and content. The course for the Degree of 
Bachelor of Laws is divided into two parts. 
The first part is of nine subjects and is 
entirely technical in nature—the lawyer’s 
tools of trade, comparable with our various 
Accountancy Diplomas. The second part 
is of five subjects ; these are the broadening, 
non-technical, general educational subjects 
which make for a truly educated man as 


degree of Bachelor of 
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distinct from the technically trained man— 
the type of educational equipment which is 
so sadly lacking in our Accountancy 
courses. The student who wishes to obtain 
the final certificate in Law is required to 
take the first or technical part of the degree 
only. It is significant to note that through 
the years, the leaders of thought in the. 
legal profession have, with a few outstand- 
ing exceptions, held the degree rather than 
the certificate. Similar comparisons with 
other professions in South Australia yield 
equally interesting results. The major 
professions have, practically without excep- 
tion, seen fit to include the revelant broad- 
ening educational subjects in their courses 
in addition to the technical studies. The 
moral to be drawn is obvious. If we are 
to stand side by side with the other pro- 
fessions, we must provide, at least for some 
of our members, educational facilities which 
are equal to those provided for those other 
professions. In this connection it is pertin- 
ent to note that all of the major professions 
have seen fit to place the training of their 
recruits in the hands of the Universities 
and senior Technical Colleges and to eo- 
operate with these institutions in the teach- 
ing and examining functions. This should 
point out to the Accountancy profession 
the need for a Faculty in Commerce in 
South Australia with its own Degree, if we 
are to get on equal terms with other pro- 
fessionsyeducationally. This is not to say 
that present facilities should be abandoned 
in favour of the Degree. The Degree and 
the Diploma are complementary rather 
than competitive qualifications. There is a 
definite scope and need for each type of 
training in this State. The point is that 
the one is amply provided for at present, 
the other not at all. 


ENTRANCE REQUIREMENTS. 

Any consideration of the facilities avail- 
able for a given type of education neces- 
sarily involves a consideration of the type 
of person who is to make use of those 
facilities, and the type of preliminary pre- 
paration necessary to give that person a 
reasonable chance of success. 

The setting up of an educational pre- 
requisite for entry upon a course of study, 
whether such be set by an Accountancy 
Institute or as a matriculation requirement 
of a University or Senior Technical College, 
serves several useful purposes. 
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The pre-requisite points out to the 
prospective candidate the kind of 
preparation which it is necessary for 
him to obtain if he is to have a reason- 
able chance of success in the task 
which lies ahead. We have a definite 
responsibility towards the prospective 
candidate in this respect. 


This preparation is of two kinds: 

(a) General education. Here we find 
the justification for our English 
and mathematies, for, in essence, 
all education is based on an un- 
derstanding of language and 
numbers ; 
Particular education. Subjects 
specifically included as a prepar- 
ation for particular studies in 
the advanced courses to be taken 
later, e.g., Leaving Bookkeeping 
as a preparation for Accoun- 
taney. 


A third purpose is implicit in the 
other two. A pre-requisite is restric- 
tive in selecting candidates and gives 
the examining body some assurance 
that the candidate has had adequate 
educational preparation. 


Preliminary requirements for accoun- 
tfney courses in South Australia are: 


The Commonwealth Institute and other 
Institutes require Intermediate English 
and Arithmetic. The School of Mines 
follows suit, but adds a preparatory Book- 
keeping requirement. The University re- 
quires Leaving English and Bookkeeping. 
The Chartered Institute has announced 
that its entrance requirement will be raised 
to matriculation standard. 


In my opinion, 
with the exception of the last, they are 


Are these sufficient? 


definitely too low. Implicit in our low 
entrance standard, is a promise to the pros- 
pective candidate that ‘“‘If you can pass 
our English and Arithmetic test at about 
Intermediate Standard, you will have a 
sufficient educational background to tackle 
the Accountancy Diploma course with a 
fair prospect of success within a reasonable 
period’’. This promise may have been a 
valid redeemable promise to the average 
student 20 years ago. Today it is definitely 
misleading. The scope and content of the 
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modern accountancy course are such that 
to have a reasonable chance of suceessfully 
completing the Diploma course within a 
reasonable time, from this low preparatory 
standard, a student must possess excep- 
tional rather than average ability. The 
fact that each of us can point to selected 
instances of candidates being successful 
despite poor preparatory education does not 
disprove the thesis that every advance in 
Accounting studies requires greater effort, 
and better and wider educational prepar- 
ation in its candidates—and great advances 
have taken place in recent years. One other 
point worthy of consideration in this con- 
nection is that no other profession in South 
Australia has such a low entrance standard 
as that required of a prospective accoun- 
tant. All of the other professional groups 
demand a Leaving Certificate of four sub- 
jects as the minimum basis upon which 
their students shall commence their special- 
izd studies. Is is strange then that 
Accountancy qualifications do not auto- 
matically command reciprocal recognition 
amongst the professions when we ourselves 
place the value of our courses so low that 
two Intermediate subjects are an accepted 
matriculation? I would suggest that en- 
trance standards be raised to the level of 
a full Intermediate Certificate of five sub- 
jects as a first step, with a view ultimately 
to setting Leaving Standard as the entrance 
requirement. 


ADULT MATRICULATION. 


There are always a number of students, 
some of them with much ability, who from 
various causes leave school without obtain- 
ing a Leaving or even an Intermediate 
Certificate. Numbers of these find them- 
selves in some kind of commercial occupa- 
tion and eventually desire to study Accoun- 
tancy. Rigid entrance standards as out- 
lined above would shut the door on these 
people and make it impossible for them 
ever to gain the advantages of professional 
association within the Institute. It would 
be most unjust to penalize a man forever 
because of his lack of opportunity (or lack 
of a will to work) in the days of his youth. 
Many of these men replace the formal edu- 
cation of youth with maturity of out- 
look and experience and they are frequent- 
ly found to make a real success of com- 
mercial life. 
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In such cases, the Institute now pro- 
vides that the Preliminary Examination 
may be waived if the candidate is 30 years 
of age and has a sufficient commercial ex- 
perience. This is an adult matriculation 
which replaces the formal studies of the 
younger man. I would suggest that this 
be re-considered, with the object of lower- 
ing this age to say 24-.or 25. At 24 or 25 
a man has already been away from school 
for 7 to 10 years, and it would be hard 
indeed to send him back to study Inter- 
mediate or Leaving subjects which are 
required as general educational background 
studies only. In any case, his years and 
experience of life are generally educational 
and should carry some weight. On the 
other hand, particular educational studies, 
pre-requisites for special subjects within 
the Diploma Course should not be waived, 
e.g., Bookkeeping as preliminary to 
Accountaney. 


RECRUITMENT TO THE ACCOUNTANCY Pro- 


FESSION IN SoutTH AUSTRALIA. 


Recruitment of candidates is largely 
bound up with questions of available edu- 
cational facilities and entrance require- 
ments of this profession as compared. with 


other professions. Our low entrance 


standards do ensure that we have a plenti- 


tude of candidates (and is one major 
reason why all Institutes have a dispropor- 
tionate percentage of failures in many of 
their examinations). Quality is another 
matter. The problem of attracting the 
right type of candidate has been obscured 
in recent years by the large numbers of 
repatriated servicemen in our classes and 
registers of candidates. These men replace 
the formal secondary education of youth 
with the advantages of maturity of years, 
of outlook, and self-confidence. Many fail, 
but many will, I am sure, prove themselves 
in their chosenaprofession. However, we 
will shortly be faced with the fact that the 
majority of students will again be compara- 
tively young men, fresh from secondary 
school. It is from these youths that the 
profession must in future reeruit its mem- 
bers, and it is just here that the profession 
as a whole is missing the bus in South 
Australia. 
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The following tables show the approximate numbers who gained Public 


in South Australia during the past 12 years. 
Year Intermediate 
1936 1180 
1937 1360 
1938 1600 
1939 1790 
1940 1500 
194] 1850 
1942 1840 
1943 1750 
1944 1770 
1945 1560 
1946 1520 
1947 1380 


At the present time the secondary school 
population in this State is comparatively 
low, as a result of the low birth rate from 
1930-36. The numbers will apparently 
gradually increase for about the next 12 
years, and reach a maximum when the war- 
time population increase reaches secondary 
school age. We can thus expect the num- 
bers gaining certificates gradually to in- 
crease over that period. Present birth rates 
lead one to expect a further decline after 
that. Another major factor could be for 
students to remain longer at secondary 
school, and the figures show some evidence 
of that, or there may be an increase in the 
legal school-leaving age. This last has been 
legislated for but proclamation has been 
delayed on the grounds of lack of accommo- 
dation and lack of teaching staff. As one 
or other of these twin difficulties seems to 
be always with us, this very desirable edu- 
cational reform may be long postponed. 
For the near future it is a possibility rather 
than a probability . The point about these 
numbers gaining certificates is this, that if 
we raise our entrance standards as sug- 
gested in the previous paragraph, we are 
automatically restricting the field from 
which we draw our recruits to the limited 
numbers who are successful in gaining one 
of these certificates. If the entrance 
standard is eventually raised to that of the 
Leaving Certificate, we finft that the field 
available to us is even more limited than 
the figures suggest, for two reasons: 


1. The South Australian Government 
grants 24 bursaries annually to the 
students who get the best results in 
the Leaving Examination. These 
bursaries cover all fees and include 
allowances, and are tenable at the 
University for any Degree course. 
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Examination Certificates 


Leaving Honours 
71 
71 
78 
90 
76 
86 
68 
8] 
80 
110 
128 
108 


Leaving 
410 
440 
430 
600 
580 
610 
550 
630 
700 
680 
790 
750 


The Commonwealth Government 
grants monetary assistance, including 
living allowances, to capable students 
who fall short of bursary standard. 

The result is that, in the absence of a 
Commerce Degree at the University of 
Adelaide, not only the accountancy pro- 
fession, but all other commercial eduéa- 
tional interests in South Australia miss out 
so far as the most brilliant of the students 
coming on from our secondary schools are 
concerned, and this is irrespective of any 
entrance standard set by the profession. 
This is not to say that we do not get some 
first-class boys. We do, thank goodness, 
but the profession is not even getting the 
chance to attract some of the most capable 
as demonstrated by their results in a test 
of known matriculation standard. 

Other factors which must ‘be considered 
in relation to these figures as a field for 
recruitment are : 

1. They cover the whole State 

the students are country 


many of 
students, 
away from commerce and industry. 
They include both boys and girls— 
and not many girls study Accoun- 
tancy. (I was unable to secure separ- 
ate figures for boys and girls as such 


statistics are not available. My own 
impression is that about 50% of the 
Intermediate certificates are gained 
by boys, but that the proportion of 
boys in the higher courses is consider- 
ably more than half.). 

One or other of these standards has 
been fixed as an entrance require- 
ment for a whole range of profes- 
sional} clerical and trade occupations, 
and we have to compete with these 
other occupations for a supply of 
adequately prepared youths, e.g., the 
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Leaving Certificate is an accepted 
professional matriculation require- 
ment in this State. 
The relative trend lines (and other 
data) show that a greater proportion 
of children are now staying at school 
long enough to gain a Leaving Certi- 
ficate. 
The Leaving Honours students go on 
to the University and one or other 
of the professions. (At this stage a 
further 12 Government bursaries are 
available. ). 
To sum up this part, it is evident that 
our present entrance standards do not 
enable us to compete adequately with other 
professions for some of the best prepared 
youths leaving school. It is equally evident 
that every increase in entrance standards 
is going to limit the field from which re- 
eruits may be drawn and bring us into 
more active competition with other pro- 
.fessions for a supply of youths with the 
right type of preliminary education. I 
believe that we must do this both from the 
point of view of the profession and in fair- 
ness to the student, and I further am of 


opinion that the two questions, entrance 


standards and recruitment must be con- 
sidered together rather than separately. 


FururE PoLicy IN SoutH AUSTRALIA. 


Commercial education in general and 
education for Accountancy in particular, 
is not static. It is a living and growing 
and changing body of knowledge, and static 
conditions and requirements cannot long 
satisfy its growing needs. Hence the 
demand for a positive policy in those who 
are interested in its well-being. The Com- 
monwealth Institute has in recent years 
been pursuing a very positive educational 
policy, a policy which has brought the 
Institute, at least in South Australia, to 
an eminent position amongst those groups 
which are vitally concerned with education 
for commerce. By sponsoring research and 
publications and by its arrangements with 
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educational institutions, the Institute has 
done much, but we cannot stand still as 
much remains to be accomplished. As a 
contribution towards those matters which 
require urgent attention in the formulation 
of future educational policy, I submit the 
factors considered in this article, and urge 
the Institute to consider the need to: 

1. Gradually raise the entrance stan 
dard. (Will our own Preliminary 
Examination continue to serve any 
useful purpose if we do this?). 
Coupled with this, is the need to give 
serious consideration to the recruit- 
ment of future candidates to the pro- 
fession, and allied to both these 
The need specially to consider the 
advisability of sponsoring a move for 
the creation of a Faculty in Com- 
merce with its own Chair and Degree 
(as distinct from the Degree in 
Economics) at the University of 
Adelaide. 

The first two are matters which are more 
or less domestic to the Institute. The last 
is something which we could not aeccom- 
plish without enlisting the aid of the com- 
mercial community in Adelaide, and I 
believe that aid would be forthcoming if a 
definite positive lead were given by the 
Institute. The creation of such a degree 
is a vital need in our commercial educa- 
tional set-up in this State. We have a sound 
foundation of technical ‘commercial train- 
ing but lack the superstructure of the 
broader educational degree for those of our 
members who require it. Pursuit of such 
an objective is a natural and logical devel- 
opment of the positive educational policy 
which the Institute has been following in 
South Australia. Its successful accomplish- 
ment would put us on a par educationally 
with the older professions, give us a chance 
to attract-some of the best brains amongst 
the youths matriculating in our schools, 
and generally re-act to the advantage of 
the commercial and accounting community 
in South Australia. 








The Australian Accountant 


July, 1948 


BOOK REVIEWS 


The Valuation of Company Shares and B usinesses. A. V. \DAMsoN. 
Co. of Australasia Pty. Ltd. Adelaide 1948. 


postage. 


The object of this book, as stated by the 
author, is ‘‘to examine the various theories 
which have been advanced regarding the 
valuation of shares in companies which are 
not quoted on a stock exchange, to trace 
the growth of legislation and legal decisions 
which have been given on the subject, and 
to endeavour to recognize any principles 
which may emerge’’. It is divided into two 
parts: Part i, covering 66 pages, deals with 
the theory of value, and Part ii with the 
»practice of valuation. 


Mr. Adamson has done a careful and use- 
ful job in summarizing decisions in Austra- 
lian cases relating to valuations of shares 
or businesses for the purposes of estate and 
stamp duties with a view to developing a 
consistent approach to the difficult and 
controversial problem of the basis of valu- 
ation for all purposes for which they may 
be required. He reaches interesting con- 
clusions as to the principles which emerge 


The Law Book 


Pp. xiv + 175. Price: 25/- plus 


from a consideration of the various, appar- 
ently conflicting, judicial opinions and 
proceeds to apply these principles in a 
suggested programme of valuation with 
detailed comments on the factors which 
should be taken into account at each step 
in the suggested programme. 

There will naturally not be unanimous 
agreement with the conclusions reached by 
Mr. Adamson: for example, many readers 
may think, as the reviewer does, that the 
theories of Mr. P. D. Leake and Mr. A. E. 
Cutforth as to the valuation of goodwill 
are somewhat lightly dismissed. But, 
whether one agrees with Mr. Adamson’s 
‘*principles’’ or not, there can be no ques- 
tion that his book will be of great value 
to anyone concerned with valuations of 
shares or businesses. It is clearly and 
logically written, adequately documented, 
carefully reasoned and well indexed. 


A. A. F. 


An Introduction to Company Law in Australia and New Zealand. I3y GiypE Rowers, 


LL.B., Solicitor, and ALAN N. MAnNn, 
17s. 


Ltd. Price: 


( Aust.) Pp. 145. 


This outline of company law is highly 
commended to students of company law for 
whom it is avowedly written and is a use- 
ful handbook to any practising accountant. 
The learned authors have striven for 
brevity and simplicity whilst at the same 
time covering in small compass all the 
essential points required by the student 
and the busy practitioner. Interesting 
features are the head notes at the beginning 
and the self-examination questions at the 
end of each chapter. The appendices 
supply a comprehensive glossary of tech- 
nical terms invaluable to the initiate to 
company law, and a number of examples 


Barrister-at-Law. Butterworth & Co. 


6d. 


of recent examinations. The volume is well 
set out and indexed and has adopted the 
system of providing case references at the 
foot of the page instead of interrupting the 
continuity of the reading by frequent inter- 
polations. Particular attention is directed 
to the chapters dealing with share capital 
and the allotment and transfer of shares, 
the funds from which dividends may be 
paid and accounts and audit. The authors 
have succeeded in making interesting read- 
ing of a dry but necessary subject for all 
interested in the accounting profession. 


L. T. M. 





Mc 
use t 
annu 
inere 
sided 
has | 
Vieto 
comp 
form 
great 
of the 
ng j 
easily 


July, 1948 


The Australian Accountant 


MECHANISED SALES LEDGERS. 


The Editor, 
‘The Australian Accountant.’’ 


Dear Sir, 


Mr. Newington’s article in the March 
issue is a weleome breath of fresh air which 
should disperse some of the fog which has 
enveloped mechanised accounting systems. 


Making as many postings as possible in 
the shortest space of time may be a desir- 
able aim, but the tendency to subordinate 
everything to this aim is regrettable. 
Surely it is more important to achieve 


accuracy and an intelligent result that can 
be understood by everybody concerned. 

Perhaps Mr. Newington might follow up 
his excellent contribution by dealing with 
the purchase journal and the allocation 
ledger. My experience is that the chaos 
occurs inside the organisation on this side 
of the work—to say nothing of the 
auditors’ difficulties. 


Yours faithfully, 
G. J. Dingle. 


Holt and Thompson, Sydney. 
28th April, 1948. 


LET’S LOOK AT OUR EDUCATIONAL POLICIES. 


The Editor, 

The Australian Accountant. 
Dear Sir, 

I was most impressed by the article on 
Educational Policies which Mr. K. C. 
Keown contributed to the March issue. 

If business education is to fulfil its real 
function it must surely fit the student to 
cope with the problems with which he is 
likely to be faced in his business career. 
It must therefore be concerned with 
current developments ard likely future 
trends. Failure to consider this aspect 


must result in undue emphasis being given 
to the things which were formerly impor- 
tant rather than those which are important 
to-day. 

I do hope that Mr. Keown’s article has 
promoted the interest and comment which 
it so richly deserves. 

Yours faithfully, 

J. G. Wilson, 
32 Queens Road, 
Melbourne, §.C.2. 
1948. 


Isth May, 


LIFE ASSURANCE COMPANY ADOPTS 
VERTICAL FORM 


Most public companies in Australia still 
use the double-sided, or ‘‘account’’ form of 
annual financial statements, but a steadily 
increasing number has turned to the single- 
sided, or ‘‘vertical’’ form. This tendency 
has been particularly noticeable amongst 
Victorian Companies, and the number “of 
companies who have adopted the vertical 
form during the past year is probably 
greater than in any previous year. Several 
of the companies have also shown a refresh- 
ing inclination to substitute simple and 
tasily-comprehended phrases for the tech- 


nical jargon in which balance-sheets have 
traditionally been expressed. 
Companies now using the vertical form 
include: 
Allied Bruce Small Ltd. 
Beau Monde (Aust.) Ltd. 
Crapp and Hawkes Ltd. 
first public company in 
use the form). 
Creamoata Ltd. 
Edments Ltd. 
A. G. Healing Ltd. 
Herald & Weekly Times Ltd. 


(probably the 
Australia to 
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A. Oakes & Sons Ltd. duced hereunder. Obviously, the design of 
Olympie Tyre & Rubber Co. Ltd. this set of statements involved difficult 
Olympic Cables Ltd. technical problems of presentation, which 
Permewan Wright & Co. Ltd. the society has overcome with a great 
Prestige Ltd. measure of suceess. The statements show 
Smith, Mitchell Ltd. that the vertical form can be adapted to 
It will be noticed that the companies in the Revenue Account and the Balance 
this list are practically all industrial or Sheet of a life assurance company and that 
trading concerns. The use of vertical forms non-technical terms can be used to improve 
by other kinds of companies is compara-_ the clarity of such statements. They are 
tively rare. Consequently, particular also notable for excellence of classification 
interest attaches to the adoption of the and grouping of items. Perhaps in future 
form, and to some extent of non-technical the Society will introduce the additional 
terminology, by The City Mutual Life refinement of including comparative figures 
Assurance Society Limited, whose latest for previous years, preferably for a fairly 
published financial statements are re-pro- long term of years. 


THE CITY MUTUAL LIFE ASSURANCE SOCIETY LIMITED 
REVENUE ACCOUNT 
FOR THE YEAR ENDED 31st DECEMBER, 1947. 


(Profit and Loss Account in compliance with Section 103 (1) of the N.S.W. Companies Act 
(Adjusted to nearest £) 


THE SOCIETY EARNED THE FOLLOWING INCOME:— 
Renewal and New Premiums (after deduction of Reassurances) .. .. £1,501,413 
Consideration for Annuities granted .. Sys aie a on a 10,225 
Net Interest, Dividends and Net Rents and Trading Profit from 
Lennon’s Hotel one és ia , ol as aia 
Surplus over Book Value on Realisation of Assets 
Other Income 


606,975 
226,278 


FROM THIS INCOME THE SOCIETY HAS PAID OR PROVIDED FOR 
THE FOLLOWING:— 


PAYMENTS UNDER POLICIES— 
Death and Disability Claims (including bonusts 
Maturity Claims (including seme 's) 
Surrenders, including advances redeemed by Surre onde r 
Annuities ‘ 
Bonuses in C ash 
Hospital Allowances 


EXPENSES OF MANAGEMENT AND NEW BUSINESS— 
Salaries and Expenses, including Directors’ Fees (£3,000) £126,908 
Staff Superannuation Contribution .. ae ee 6,629 


Commissions and Allowances to Represent: tives 
279,857 
mids ‘ 


GENERAL CHARGES— 
Taxes 


Depreciation 90,202 





142,397 
ACTUARIAL COMMITMENT— 
Increase during year in amount necessary, with future net premiums 
and 24% interest, to meet Claims as they arise under all the 
Society’s Policies—as certified by the Actuary af 





LEAVING A SURPLUS FOR THE YEAR OF .. 
Add Carry Forward from 1946 .. oe 


TOTAL SURPLUS ea on a a Carried forward £570,698 
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REVENUE ACCOUNT (cont’d) Brought forward £570,698 


FROM WHICH HAS BEEN APPROPRIATED :— 
Staff Superannuation Fund .. ; . ; 35,000 
General Reserve a - is ae - . 100,000 
Investment Fluetu: tion Reserve ne os < i - ee 100,000 
Write Down Assets ee “#7 - as or ne aa a 26,278 
Interim Bonuses = i i a a ” ‘ ; 792 
To Provide Reversionary Bonuses to Policyholders for 1947 284,27] 546,341 
LEAVING A BALANCE OF SURPLUS CARRIED FORWARD TO 1948 OF £24,357 


BALANCE-SHEET AS AT 3lst DECEMBER, 1947 


(Adjusted to nearest £) 


THE SOCIETY HAS ASSETS TO COVER THE FOLLOWING OBLIGATIONS:— 
TO ENSURE PAYMENT OF POLICY BENEFITS 
Amount necessary, with future net premiums and 24% interest, to 
meet claims as they arise under all the Society’s Policies (in 
cluding provision for addition of 1947 Reversionary Bonus to 
Policy Benefits)—as certified by the Actuary .. +a £15,091,188 
FOR FURTHER PROTECTION OF POLICYHOLDERS 
General Reserve , as a i ‘ ‘ £600,000 
Investment Fluctuation Reserve .. ' ; 100,000 
Balance of Surplus Carried Forward 24,357 


OTHER LIABILITIES AND PROVISIONS 
Claims intimated and in course of settlement , ; 254,417 
Amounts held in Suspense .. wa ‘ eu , 58,027 
Provision for Taxation ss ke % ; 65,000 
Staff Superannuation Fund ; 73,602 
Miscellaneous Liabilities and Sundry Creditors ae 23,718 474,764 





TOTAL . - + i - £16,290,309 


a 
THE ASSETS HELD TO COVER THESE OBLIGATIONS ARE.— 

(OMMONWEALTH STOCK _.. ir , ea ; rr ; £10,961,155 
DEBENTURES .. i ; an . : ; 345,383 
PREFERENCE AND ORDINARY SHARES ; os 1,037,137 
FREEHOLD AND LEASEHOLD PROPERTIES .. - ; 1,173,397 
LOANS ON MORTGAGE ost ‘ . ei s , 1,557,939 
LOANS ON SOCIETY’S POLICIES ; nit ; ei . 762,448 
OTHER ASSETS— 

Ground Rents, Life Interests and Reversions 

Outstanding Premiums 

Interest Accrued but not due ; — ais i 

Dividends deelared but not collected until after balance date 

Sundry Debtors 

Cash on Deposit i 

Cash in hand and on Cc urre nt Account 

Office Furniture and Equipment ‘ Ni 52,850 





o . 
TOTAL om ‘s , o £16,290,309 


‘ued assets are valued at cost less amounts written off and floating Assets at conservative valuation 
P ; Bee . ; ‘ 
wer making due provision for any amounts considered doubtful. 
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DEPRECIATION IN 
GOVERNMENT ACCOUNTING 


by 


A. A. FITZGERALD. 


The Commonwealth Institute of Accoun- 
tants has been trying for several years to 
stimulate interest in accounting research 
through its programme of annual research 
lectures delivered in each of the Australian 
universities. Appropriately, last year it 
celebrated its Diamond Jubilee by a con- 
vention at which delivery of, and discus- 
sion on, several technical papers was the 
major feature. 

The educative value of such lectures and 
papers can scarcely be exaggerated. Their 
delivery and subsequent publication have 
in themselves justified the Institute’s spon- 
sorship and the care and thought devoted 
to them by the authors. But it may be 
questioned whether their full potentialities 
contributions to accounting research 
In England and 
the U.S.A. lectures of this kind almost 
invariably evoke further discussions in the 
columns of accountancy journals and, at 
times, have led to lively and fruitful con- 
troversy. In Australia such an outcome is 
rare indeed and, apart from the laudatory 
comments made during votes of thanks on 
the oceasions of the.delivery of the papers, 
the authors might almost believe that their 
efforts had passed unnoticed by accoun- 
tants in this country. This is all the more 
surprising when it is remembered that, 
almost without exception, the papers have 
dealt with problems of vital practical im- 
portance to the future of accounting; that 
the authors have been at pains to empha- 
sise that they did not profess to have said 
the last words on the subject; and that 
they have, in fact, pleaded for further 
investigation and comment. The cause of 
this apparent apathy is, therefore, not to 
be sought in the nature of the topics dis- 
cussed; nor in the quality of the papers. 
It is more likely partly diffidence and 
partly the fact that, in this post-war world, 
accountants are kept so hard at work on 
daily tasks and problems that they have 
little inclination and less time to commit 
their thoughts to writing. 


as 


have yet been realised. 


The paper on Depreciation in Gover. 
ment Accounting, delivered at the Diamond 
Jubilee Convention by Mr. E. A. Peverill, 
is a case in point. Mr. E. A. Peverill’ 
status as the Victorian Auditor-General 
and his known fitness for that important 
post give to his views on a subject » 
closely connected with his functions a high 
degree of authoritativeness. 
of his paper was one of extraordinary 
theoretical and _ practical interest t 
accountants and of vital concern to every 
taxpayer and to every consumer of State. 
provided services. It dealt with a highly 
controversial topic, in respect of which 
Mr. Peverill specifically stated that ‘‘con- 
siderable expert research is necessary in 
order that financial policy may be based 
on reliable data’’. If that expert research 
is to be done at all it must be done by 
accountants. There must be many hu- 
drais of accountants in Australia with 
experience in accounting for depreciation 
of fixed assets of public utilities who could 
usefully assist in such research. The col- 
umns of The Australian Accountant are 
freely open to any of those comments 
True, Mr. Peverill repeated the suggestion 
made in 1935 by a Victorian Treasury con- 
mittee that ‘‘consideration might well be 
given to the appointment of an expert com- 
mittee, comprising representatives of 
Governments and others, in order that 
there might be a systematic investigation 
of the position’’. This is an admirable 
suggestion, but though it was made thirteen 
years ago, no'such committee has been set 
up, nor does it appear likely to be in the 
near future. In the meantime, discussion 
of the problems in The Australian Accout- 
tant might prove to be a very useful pre- 
paration for the suggested systematic inves- 
tigation. 

It may well be that discussions of this 
kind need to be organised. The councils 
of the various Divisions of the Institu 
and the committees of the student societies 
should consider the desirability of under 
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taking organisation of informed discussions between cash statements, which are thought 


of Mr. Peverill’s paper and of other lec- 
tures and papers given under the auspices 
of the Institute. Perhaps the study groups 
inaugurated in recent years in some of the 
Divisions would assist. In this way the 
ysefulness of the lectures sponsored by the 
Institute could be greatly increased and the 
work could be spread over a much wider 
rele of members than the relatively 
limited number who have so .far_ partici- 
pated. 

The specific aspects of the problem of 
jepreciation in Government accounting 
which the Victoriag# Treasury committee 
and Mr. Peverill have suggested as subjects 
for systematic investigation are :— 

(1) To what extent should provision be 
made for depreciation by Australian 
eovernments in view of the sinking 
fund obligations under the Financial 
Agreement? 

To what extent should provision be 
made for the redemption of debt in 
the ease of public bodies, where ade- 
quate depreciation provision is being 
made? and 

To what extent should depreciation 
provision be made by public bodies 
where sinking fund contributions for 
debt discharge are being made? 

In his paper, Mr. Peverill rightly laid 
stress upon the character of depreciation as 
a inescapable cost; upon the point that 
contributions to replacement funds are not 
neessarily associated with depreciation, 
though capable of reconciliation with the 
oneept of depreciation as an annual cost; 
and upon the practical consideration that, 
though debt redemption is entirely unre- 
ted to depreciation, replacement funds 
and debt redemption are ‘‘regarded as dual 
ad inter-related approaches to the larger 
problem of safe finance’’. He also distin- 
guished between accounting and financial 
wliey and stated the hypothesis that ‘‘in 
wth private enterprise and public utility 
xeounting under Government control there 
8,0r should be, a common plan running 
through the system of accounting to the 
mal presentation of accounts—that of 
latching costs and income’”’ 

Qne of the difficulties in translating 
thse concepts and doctrines into practice 
n Government accounting is, as Mr. Pev- 
ll pointed out, the essential difference 


‘‘to afford Parliament a greater control in 
ensuring adherence to its will’’, and profit 
and loss statements and balance sheets of 
undertakings which are ‘‘of prime impor- 
tance to the responsible Minister and to 
officers engaged in their administration’’. 
Cash statements, such as the statements of 
transactions on Consolidated Revenue 
Fund, are the means by which Treasurers 
account to Parliament for the revenues 
colleeted and disbursements made thereout. 
They deal with facts, in the determination 
of which financial policy, formulated by 
the Government and approved by the Par- 
liament, has exercised a pervading influ- 
ence. 


Thus, in cash statements, depreciation 
has no place unless, in accordance with the 
Parliament’s will, funds have im fact been 
set aside to provide for depreciation or for 
renewal of depreciating assets. This is a 
question of fact quite distinct from opinion 
as to whether the policy followed was pru- 
dent or not. In the separate accounts of 
business undertakings, which purport to be 
prepared and presented in accordance with 
accounting conventions, the ease is very 
different. Here the purpose of accounting 
is to provide information for the guidance 
of the Government and the Parliament (in 
relation, for example, to such matters as 
the rates charged for the services provided 
by the undertakings, the effectiveness of 
the operations of the undertakings, and the 
amounts of the funds which should be set 
aside for depreciation or replacement). 
Much of the confusion that has arisen in 
the past in connection with the treatment 
of depreciation in the public aecounts is 
due to confusion between the purposes of 
the two sets of accounting statements. They 
have different purposes and need not 
necessarily disclose the same information, 
unless indeed the amounts set aside coin- 
cide exactly with the accounting provisions. 
Accounting for depreciation in the accounts 
presented in ‘‘commercial’’ form should 
follow accepted accounting practices in 
such accounts: that is to say, depreciation, 
calculated by the most precise method 
possible in the circumstances, should be 
shown as a cost in the revenue accounts of 
the undertakings, whether or not funds 
have been set aside for depreciation or 
replacement. Accounts thus prepared pro- 
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vide information by which financial policy 
may be formulated and judged. The dis- 
tinction drawn by Mr. Peverill between 
accounting and financial policy contains, 
therefore, the essence of the problem of 
accounting for depreciation in the public 
accounts. Too often, the separate accounts 
of State-operated business undertakings 
fail to deal adequately with depreciation 
because of the supposed futility of pro- 
viding for depreciation except to the 
extent to which financial policy has 
determined that cash funds shall be 
set aside. Acceptance of this view involves 
acceptance of the unwarranted assumption 
that financial policy should dominate 
the ‘‘commercial’’ accounts as well as 
the cash statements, and that, when 
financial policy conflicts with proper 
accounting, the former should prevail. The 
plain fact is that, unless the accounts of the 
business undertakings treat depreciation as 
a cost, those accounts are incomplete and 
misleading and do not provide the informa- 
tion which Ministers, Parliament, taxpayers 
and consumers need. This distinction 


between financial policy and accounting is, 
of course, quite independent of judgments 


as to the wisdom or otherwise of particular 
financial policies. It does not solve the 
problem of ensuring that information pro- 
vided by accounting shall in fact be used as 
the basis for formulation of sound policy. 

Another important point on which much 
confusion exists is the relationship between 
Depreciation and Debt Repayment. As 
Mr. Peverill pointed out, a sinking fund 
for debt repayment is not a substitute for 
depreciation. But it is often treated as 
though it were. It is true that, in a given 
case, financial policy might rightly decide 
that the setting aside of funds for replace- 
ment of particular assets is unnecessary in 
view of the fact that funds are conecur- 
rently being set aside for repayment of 
the borrowed monies used to acquire those 
assets. If this view were taken, it would 
be tantamount to assuming that the rate 
of repayment of the debt and the rate of 
depreciation of the asset were identical— 
an identity which obviously could be fortu- 
itous only and not due to any natural con- 
nection between the two rates. One way 
in which the influence of this confusion of 
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thought could be removed from the separ. 
ate accounts of the business undertaking 
would be to account for both depreciation 
and debt redemption—depreciation ag , 
cost, debt redemption as an appropriatign 
of profits or an addition to the losses dis. 
closed in the operating statements. 

It is often argued that charges fo 
services provided by State enterprise 
should be based on cost, and that, therefore. 
those enterprises should not be expected ty 
provide for both depreciation and debt 
redemption. Even if this argument j 
accepted, accounts prepared in the way 
suggested would clearly preserve the dis. 
tinction between cost and appropriation of 
profit. But it should not be too readily 
assumed that consumers of State-provided 
services should not meet debt redemption 
charges as well as depreciation. In apply. 
ing the principle of ‘‘service at cost’’, cost 
should be interpreted in a wider sense thar 
that in which it is normally used in 
accounting. Consumers of goods and 
services provided by private enterprise & 
not expect that prices of those goods and 
services should be based on unless 
is defined so widely as to inelude 
a reasonable rate of profit (in the sense of 
reward for enterprise, use of capital and 
risk-taking). Similarly, should not con- 
sumers of State-provided services expect 
to pay charges which will meet not only 
cost in the narrow sense. but also a reason- 
able return on the borrowed capital used 
by the State undertakings? And, if thish 
admitted, is it reasonable to expect that 
return on that borrowed capital should & 
sufficient to cover sinking-fund contrib. 
tions as well as interest charges? 

A different, though important question, 
to which Mr. Peverill did not specially 
refer, is whether amounts set aside for 
depreciation (however described in the eash 
statements) should be based on estimated 
replacement cost or on original cost of the 
assets. On this question the view expressed 
in the article, entitled Depreciation and 
Fixed Asset Replacement, in The Austre 
lian Accountant for February, 1948, ar 
relevant. To repeat, the problem is one 
financial management, not of accounting 
theory ; it is one of re-financing rather than 
of accounting for depreciation. 


” CGBt., 


‘*cost’”’ 
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LEGAL SECTION 


Edited by M. C. TENISON Woops, LL.B. 


Likelihood of Customers being deceived by use of Trade Name. 


The plaintiffs whose business at the date 
of the action was that of general carriers 
had been since 2nd September, 1946, carry- 
ing on such business under the name of 
“General Transport Company’’ and had 
been since that date registered under that 
name under The Registration of Firms Act 
of 1942 (Qld.). 

On 16th September, 1946, the defendant 
company was registered under The Com- 
panies Acts, 1931-1942 as “ General 
Transport Company Limited’’ and had 
ben carrying on business as general car- 
riers and contractors since that date. The 
Judge at the hearing expressed himself as 
satisfied that the registration of the defen- 
dant company under such name had been 
done in ignorance of the fact that the 
plaintiffs had registered their firm name 
on 2nd September, 1946. 

The plaintiffs moved for an interlocutory 
injunction to restrain the defendant from 
wing in connection with its business the 
names ‘‘General Transport Co. Limited’’, 
“General Transport Co.’’ or any contrac- 
tin of them, and from using any style, 
tile or description which included those 
names or any of them, unless associated 
with other words sufficiently distinguishing 
the business of the defendant, or which 
was otherwise calculated to lead to the 
lief that the trade or business of the 
defendant was identical with that of the 
plaintiff. 

The shareholders in the defendant com- 
pany consisted of persons carrying on busi- 
hess as general carriers, and although the 
defendant company did not own any 
vehicles apart from one or two office cars, 
itentered into contracts for carrying and 
the actual work was allocated to and car- 
tied out by members of the company. Since 
neorporation the company had earned a 
large sum by these means. 

On the facets the Supreme Court of 
Yueensland held that, on the date of the 
registration of the defendant company, the 
jlaintiffs had not acquired a reputation as 
wrriers under their trade name sufficient to 
show that in the trade that name had be- 


come identified with the business of the 
plaintiffs, and that therefore they could 
not succeed in their action. Whatmore v. 
General Transport Co. Ltd. (1947), 
Q.S.R. 219. 

In the course of his judgment, Mans- 
field 8.P.J. said, at p. 223: 

‘*The basis of the right asserted by the 

plaintiffs rests upon an injury to pro- 

perty and there can be no property what- 
ever in words of a descriptive nature, 
whether applied to goods or to a busi- 
ness, unless it can be proved that a right 
to the exclusive use or to the use of such 
words without some distinguishing char- 
acteristic has been acquired by user or 
reputation. The onus is upon the plain- 
tiff to show that the words ‘General 

Transport Company’ have acquired a 

reputation denoting a connection between 

the plaintiffs and the business ealled 

General Transport Company. Where the 

existence of such repute is not shown the 

action cannot succeed.’’. 

Another aspect of this matter was the 
subject of a recent interesting decision in 
McCulloch v. Lewis A. May (Produce Dis- 
tributors) Ltd. (1947), 2 All E.R. 846. 
The plaintiff in that case was well-known 
as a broadcaster over a period of many 
years in the ‘‘Children’s Hour’’ pro- 
gramme of the British Broadcasting Cor- 
poration, using the name ‘‘Uncle Mac’’. 
Other activities of the plaintiff, in connec- 
tion with which he was known as ‘‘ Uncle 
Mac’’, included the broadcasting of charity 
appeals, the writing of children’s books, 
the making of gramophone recordings, 
association with the road ‘‘Safety First’’ 
campaign and the National Savings Move- 
ment, the giving of lectures and the open- 
ing of fetes. In 1944 the defendants, as 
agents for an associated company called 
Macline Foods, Ltd., began distributing 
puffed wheat under the name ‘‘Uncle 
Mac’s Puffed Wheat’’. The puffed wheat 
was sold in cartons bearing that name and 
also the words ‘‘Uncle Mae loves children 
—and children love Uncle Mae; Uncle Mae 
has a wonderful way of brightening any 
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table to which he has been invited . . “ So 
introduce Uncle Mae to your family, and 
when you see how popular he is, be neigh- 
bourly and recommend him to your friends 
...?” Inan action for fraudulent passing- 
off, the plaintiff claimed an injunction and 
nominal damages. The allegation of fraud 
having been withdrawn, the Court held 
that, as the plaintiff was not engaged in 


any degree in producing or marketing 
puffed wheat, there was no field of acti. 
vity common to the plaintiff and the defen. 
dants, and the defendants, in using the 
fancy name used by the plaintiff, could 
not be said to have invaded any propriet. 
ary right of the plaintiff, and, therefore 
to have passed off the goods or the business 
of the plaintiff. 


Whether Disease Attributable to War Service in Claims for Pensions. 


Observations on the relevant consider- 
ations in deciding whether a disease is 
attributable to war service or only aggra- 
vated by it are contained in Marshall v. 
Minister of Pensions (1947), 2 All E.R. 
706. The Court found that the essential 
matter to justify a finding of attributability 
is that the war service should be one of 
the causes of the disease, and it matters 
not that there may be other more powerful 
causes operating to which the disease is 
also attributable. 

In the case in question M., who had 
served in the Royal Air Force from Sep- 
tember, 1939, until August, 1945, claimed 
a pension for hernia. He had been speci- 
ally released under ‘‘Class A’’ which pre- 
cluded any compelling presumption in his 
favour, but there was no onus on him. The 
left hernia was brought on by an accident 
before his war service and was not attribut- 
able to service, but the right hernia arose 
after war service. The Minister of Pen- 


sions rejected the claim, being of opinion 
that hernia is ‘‘an anatomical condition 
which arises in consequence of a develop. 
mental weakness of the musculature of the 
abdominal wall and inguinal. Whilst it is 
accepted that service conditions played 
their part in the worsening of the dis 
ability, the foregoing evidence makes it 
quite clear that the disability cannot be 
attributed to new war service’’. The 
Pensions appeal tribunal affirmed the 
decision of the Minister, observing that the 
hernia was preceded by a cough which M 
had while in the Air Force, and was not 
attributable to war service. 

The Court held that, while one cause, 
and, it might be a predominant cause, of 
the right hernia was a weakness in the 
abdominal wall, nevertheless, another cause 
was the conditions in service which pro- 
duced a cough and thereby led to the rup- 
ture or the stomach well, and, therefore, 
hernia was attributable to war service. 


TERMINOLOGY. 


Unless accounting terminology is going 
to wind up in the madhouse, it would seem 
to me imperative that public accountants, 
bankers, controllers, and public relations 
men get together on the study of this whole 
problem of the Semantics of Financial 


Reports, and arrive at a new terminology, 

more in line with public understanding, 

which they jointly recommend for universé 

use. 

Don Knowlton, in the Accounting Rene; 
October, 1947. 
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STUDENTS’ SECTION 


Edited by O. 


R. MacDona.p, 


A.I.C.A. 


ACCOUNTING CONVENTIONS 


by 


L. GOLDBERG, M. COM., A.I.C.A. 


The editor of the Students’ Section has 
asked me to write a short article on what 
have come to be known in recent years as 
the conventions of accounting. 


The term originated in the U.S.A. during 
a nation-wide discussion arising from a 
new form of audit certificate developed by 
the American Institute of Accountants. 
In Australia most of the.Companies’ Acts 
require an auditor’s certificate to be 
attached to the published balance sheets of 
companies to the effect that, in his opinion, 
the balance.sheet presents a true and cor- 
rect state of affairs of the company at 
balance date, but in U.S.A. the auditor, 
under the new form of ceftificate which 
came into use about 1934, was required to 
certify that the published statements con- 
formed to ‘‘aeccepted principles of account- 
ing consistently maintained’’. It was the 
use of the phrase ‘‘accepted principles’’ 
which caused many of the foremost accoun- 
tants in U.S.A. to ask the question, ‘‘ What 
are the accepted accounting principles ?’’ 
and, during the course of the controversy, 
the further question, ‘‘Are there any prin- 
tiples of accounting at all?’’ It is not 
necessary to go into a detailed consider- 
ation of the many points of view and 
arguments that were advanced over the 
nsuing years; the broad conclusion (put 
forward in, perhaps, its most vital form in 
a book entitled ‘*Accounting Concepts of 
Profit’, by S. Gilman) was reached that 
the word ‘‘principles’’, in anything like 
's generally accepted sense in scientific 
md intellectual work, was inapplicable in 
accounting, and that it should be replaced 
’y such words as ‘‘conventions’’, ‘‘doe- 
Imes’, ‘‘standards’’ and ‘‘rules’’, each 
of which could be unequivocably defined 
ad its application in accounting clearly 
indicated. The result has, in fact, been a 
seat clarification of many matters of 
«counting procedure and practice, and a 
tystallisation of many of the problems of 


accounting in relation to fundamental con- 
cepts. Let us consider some of these in 
connection with an explanation of the word 
‘convention’’ which is now widely used 
and recognised among accountants here 
and in other countries as well as in U.S.A. 

It came to be realised that most account- 
ing procedures are based, in essence, upon 
conventions. A convention is something 
which, although it may be widely or even 
universally recognised as a basis for pro- 
cedure, is nevertheless really a more or less 
arbitrary creation of man-made conditions. 
It is ‘‘econventional’’, for example, for a 
man to wear a white bow-tie with an 
evening dress suit and a black one with a 
dinner suit. These details of dress are 
widely recognised in certain sections of 
human society, but they are purely a result 
of a man-made convention and there are 
societies of millions of people where they 
do not apply. The accounting conventions 
have a somewhat similar characteristic al- 
though, of course, they have a much deeper 
significance. They represent axioms or 
assumptions underlying and pervading the 
accounting procedures. There is, in fact, 
quite a considerable number of these 
accounting conventions, but we shall con- 
sider only a few of the most important 
and most widely applicable 


‘ 


a) Entity Convention. Perhaps the 
most basic of all these conventions is that 
known as the entity convention, since it 
explains the most fundamental matters of 
accounting theory and procedure. By ree- 
this convention we are simply 
bringing out into the open the practice, 
which is inherent in double-entry record- 
ing, of regarding an enterprise as a separ- 
ate entity regardless of who might be its 


ognising 


proprietors or members and divorced en- 
tirely from all personal relationships. That 
is to say, for purposes of accounting, an 


means a 


entity 
is envisaged 


(the word ‘‘entity’ 
‘*being’’ or : 


‘‘existing thing’ 
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which is not the same as the shareholders 
of a company, or the members of a club, 
or the partners in a firm, or the owner of a 
business, but which is, itself, the company, 
or the club, or the firm or the business. 
This impersonal ‘‘thing’’ is, in a sense, 
personalised im accounting as it is in every- 
day speech when we speak of a profitable 
business, a successful club, and so on, al- 
though we know full well that profit and 
success can only be the result of the activi- 
ties of human persons. The importance of 
this convention for accounting is that all 
the accounting records are kept from the 
point of view of the entity and even where 
the records represent those of an individual 
they are those of the person divorced from 
his financial activities; thus, in keeping a 
set of books for myself I set up one or more 
accounts to represent the proprietary 
interest in my property, and my financial 
activities affect this proprietary interest 
which is represented by a _ proprietary 
capital account in which net inereases or 
decreases are recorded from time to time. 
In the case of a company this creation of 
a separate entity is recognised in law and 
the ‘‘company’’ own the 
‘‘ecompany’”’ employs people, buys goods, 
sells goods, enters into various kinds of 
other contractual relationships with other 
companies and with individuals, and so on. 
It is in respect of the accounting entity 
that the fundamental accounting equation 
—that assets equal liabilities plus pro- 
prietorship—is true, irrespective of the 
form of organisation of the operating 
enterprise. 


has its seal, 


(b) Continuity Convention. Under 
normal circumstances an enterprise may 
well be expected to continue operations in 
the future as it has in the past, and from 
the accounting point of view it is, subject 
to some exceptions, regarded as a continu- 
ing enterprise or, as it is often expressed, 
a going concern. The exceptions arise in 
those cases where bankruptcy or liquidation 
proceedings are envisaged, when obviously 
the termination of the enterprise is the 
governing factor in the accounting pro- 
eedure. This convention is highly impor- 
tant in its effect upon valuation of balance 
sheet items. In the balance sheet of a 
continuing enterprise the value placed 
upon an should approximate as 
closely as possiblé to that which it has for 


asset 
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future activities of that enterprise; in 4 
statement of affairs in impending bank. 
ruptey it should represent, as far as cay 
be estimated, its realisable value in the 
immediate future. <A _ corollary of this 
position is that the actual net financial 
result of an enterprise can only be deter. 
mined over its whole life-period, when the 
total proprietary withdrawals can be con. 
pared with the total proprietary invest. 
ments and the excess or deficiency deter. 
mined. Any interim assessment of finan. 
cial result (net profit or net loss) or finan. 
cial position (excess of asset-values over 
liabilities) is! an approximation and a 
partial representation based upon faet, 
estimate, opinion, forecast and the exercise 
of accounting judgment and __ financial 
policy. 


(c) Accounting Period Convention. For 
a number of reasons it is necessary to make 
interim assessments of financial results of 
an enterprise. Under company legislation 
and taxation requirements it is necessary ti 
financial statements annually 
while managerial or proprietary policy maj 
require frequent submission. Th 
period these statements 1s 
known as the accounting period, and it is 
this conventional practice of preparing 
periodic statements which rise ti 
many of the most difficult and acute prob- 
lems encountered in accounting. In the 
earlier history of accounting financial state- 
ments were prepared at irregular time 
intervals, such as at the conclusion of a 
venture or after several years of operation 
(for example, in 1685 the British East 
India Company prepared its first balanee 
sheet for twenty years). Nowadays, hov- 
ever, the accounting period is almost wi- 
versally regular and rarely extends beyond 
a year. It usually, but not invariably 
ends on the last day of a month, but any 
convenient date could be adopted. Obvi- 
ously, all the problems known as balanee 
day adjustments arise from the operation 
of this convention—accrued expenses and 
prepayments, income accrued and i 
advance, allocation of fixed asset cost 
depreciation), provision for doubtful 
debts and discount, ete., valuation 
stock-in-trade, all from the attempt 
to determine the revenue applicable to 
given period and the charges that may 
reasonably be attributed to or ‘‘matched 
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against’’ that revenue ; in other words, they 
arise from the attempt to determine the 
net financial result for a given period as 
accurately as is possible and practicable. 


d) Valuation or Monetary Convention. 
It may seem a truism to say that the 
accounting processes are carried out in 
terms of a monetary unit, but it must be 
recognised that this is one of the conven- 
tional bases of accounting procedure. This 
recognition has at least two important 
implications. In the first place it is con- 
ceivable to account in terms other than that 
of the monetary unit; in some cases this is 
in fact done (admittedly, within a limited 
field). For example, an important aspect 
of continuous inventory records, that is, 
accounting for stocks, is the maintenance 
of records of quantities received, issued, 
sold, ete. Even though these quantities 
may ultimately be translated into monetary 
values, it is a fact that not all accounting 
procedures are carried out in monetary 
terms. Secondly, the monetary unit itself 
is, for accounting purposes, assumed to be 
a constant, whereas it may vary widely in 
terms of other commodities. The concept 
of varying purchasing power has become 
familiar to practically all of us through 
the writings of economists; it lies at the 
rot of many of our current economic and 
political problems. Its importance in 
aeounting can scarcely be overemphasised ; 
the topical question of depreciation on 
replacement costs is, for example, one 
aspect of the repercussions it may have. 
One of the tasks before the accounting pro- 
lssion is to provide a solution to the 
lifieulty of using a variable monetary 
measure. The least we ean do at present 
sto recognise this conventional element in 
ir accounting procedures. 


e) Cost Convention. Expression of 
sults in terms of the accounting period 
presents the adoption of one unit of 
ativity which may be applied in measure- 
nent. Another is that of commodity cost. 
dnd here it becomes clear that in determin- 
ing the eost of an article accountants work 
accordance with a convention or assump- 
tion that costs incurred in relation to one 
mit of activity are transferable to another. 
This is particularly important in the allo- 
‘ation of expense in cost accounting. For 
‘ample, insurance of manufacturing plant 
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is a cost representing the premium paid for 
a year’s financial protection against loss 
of the services from that plant. This cost 
is allocated, in the cost-determining pro- 
cedure, over the number of articles pro- 
duced (or estimated to be produced) by the 
plant in a year. It is usually impossible 
to assert positively that any one article 
should bear more or less of this cost than 
an@ther ; the basis of distribution, even that 
of equal allocation, is necessarily arbitrary, 
although it may be ‘‘reasonable’’. 

{ f) Historical Re cord Conve ntion. ( rig 
inally accounting provided a record of 
transactions which had occurred; it was a 
historical record. To a great extent it 
still Purchases, sales, payments 
for wages, and so on are transactions which 
have oecurred before they are recorded. 
But in addition there today many 
matters of estimate and opinion and future 
occurrence which have to be recorded; 
particularly events which occur within an 
enterprise, such as the setting up of pro- 
visions, depreciation accounting, assessment 
of accrued expenses and income, and the 
like, which do not comprise ‘‘transactions’’ 
with persons outside the enterprise. These 
matters are recorded in the same formal 
way as the other transactions; that is, they 
are recorded, for all pratical purposes, as if 
they were historical facts. It is important 
to recognise the difference between the two 
types of transactions; it means that our 
records and reports, even though they do 
(and #® course they must) balance, have 
creat arithmetical accuracy without there 
by implying unquestionable truth. 


does SO. 


are 


(g) Multiple Personality Convention. It 
is a convention of accounting procedure 
that where a person has more than 
kind of relationship with an enterprise the 
records of the enterprise are kept in such a 
way as to distinguish between the various 
relationships. Thus, a person may be 
(say) a shareholder, debtor, @reditor, 
debentureholder and mortgagee of a com- 
pany; a separate record is maintained in 
his name for each of these relationships in 
the Share Register, Debtors’ Ledger, 
Creditors’ Ledger, Debenture Register and 
General Ledger respectively, and transac- 
tions with him in each phase of hjs ‘‘mul- 
tiple personality’’ are kept distinct from 
the others. This is one of the relatively 
minor conventions and is included chiefly 


one 
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as an illustration of the point that there little clearer that the theory of accounting 
are conventions of limited application as which is in process of development is not 
well as those which are basic to practically only raising our field of activity above the 
apy accounting procedures. level of the mere application of rules of ! 
I hope that from this brief consideration thumb but is investing it at the same time qui 
of these accounting conventions it will be a with a deeper social significance. Aet 
and 
me! 
US 
Mei 


CURRENT PROBLEMS Agi 


She 


DISCUSSED IN OVERSEAS JOURNALS adv 


step 

Under this heading we resume as a regular feature the practice followed in The Australian com 

Accountant before the war of commenting briefly on the more important discussions in leading chol 

accountancy journals in the United Kingdom, U.S.A., Canada and New Zealand. In this issue 

reference is made to articles published in the overseas journals from about the beginning of 1948 
to April, 1948. 


and 
Ace 
exal 
atio: 


THe 1947 EnGuisH Companies Act. ing particularly to accounting matters 
ham 


- nay ; inh . appeared in the issues of January 31, Feb- 

lhe provisions 01 the 1947 English Com- ruarv 7 and 21 and March 6 and 27. T.B. stati 
panies Act relating to published accounts Robson examined the provisions relating to and 
came into operation on July 1, 1948, and accounts of holding companies and their Bray 
will thus apply to all accounts laid before subsidiaries in the issues of February 4 tion 
general meetings of companies on and after .yq 91. H. B. Turle contributed to the nal 
that date. The new provisions represent a came of February 98 an article on the new that 
big forward step in accounting standards 4 ¢¢ jn relation to stock exchange practice; stat 
and may be said to have erystallised the and the Regulations under the Act relating men 
doctrine of disclosure in company financial 4, Articles of Association and Annual stan 
statements which has been growing in Returns were published in the issues of chiei 
strength ever since the Royal Mail Steam March 27 and April 4. chan 
Packet Co. case. Consequently it is not In the same journal, on January 4 Som 
surprising to find that considerable atten- \ MB Rule a euiehen ot leew drew atten. 
tion has been given in the English journals ahs ron the calmienael her the Act of the cial { 
to the requirements of the new Act rights and duties of auditors and to the Acee 
fact that this enlargement, whilst improv- tor 
ing the status of auditors also afforded unat 
them ‘‘greater opportunity of indisere- fen’ 
tion’’. 

Somewhat the same note was struck by M 
Hargreaves Parkinson, in the Journal of Acco 
Accountancy (New York) for March, in an char; 
article entitled ‘‘What are Profits?” prop 
Cause 
that 
ation 


tion 


The October, 1947, issue of Accountancy, 
the journal of the Society of Incorporated 
Accountants and Auditors, contained a 
summary, by F. Sewell Bray and H. Basil 
Sheasby, of the requirements relating to 
balance sheets, profit and loss accounts and 
consolidated statements, arranged in speci- 
men order and form and accompanied by 
explanatory notes. This ingenious method Interest in the new standards of dis- 
of presentation will doubtless be most use- closure in England has been noticeable also 
ful in the preparation of statements incom- in journals published in other countries. 
pliance with the Act: the specimen forms An analysis by James L. Dohr of the reser 
will also be of use and interest to accoun- changed requirements for financial state- _ 
tants everywhere who are striving to im- ments, appeared in the March and April a 
prove the clarity and usefulness of finan- issues of the Journal of Accountancy; and cate 
cial statements. In The Accountant of The Accountants Journal (N.Z.) for Janv- ‘lina 
January. 17 and 24, F. D. Head, Barrister- ary contained an article by A. W. Christ- the 
at-law, concluded a series of articles on the mas, entitled Developments in the Presed- _ 
new provisions and in the same journal a_ tation of Accounts, commenting on the new ang! 


: ; ong Eng 
series of articles by Alan Whittaker relat- English requirements. = 
Cause 





July, 1948 


oRM AND CONTENT OF PUBLISHED 
FINANCIAL STATEMENTS. 


Apart altogether from the specific re- 
quirements of the new English Companies 
Act, questions of improvements in the form 
and contents of published financial state- 
ments are receiving close attention both in 
U.S.A. and the United Kingdom. C. O. 
Merriman, in an article entitled ‘‘The Case 
Against the Debit and Credit Balance 
Sheet’? in The Accountant of February 28 
advocated the use of the vertical or ‘‘single 
step’’ form, and claimed that the form most 
commonly used ‘at present is a ‘‘real psy- 
chological barrier between the accountant 
and the shareholder’’. In the Journal of 
Aecountancy for February, Leo. Herbert 
examined three approaches to the prepar- 
ation of simplified financial statements, 
namely supplementary explanation of 
statements prepared in conventional form 
and using conventional terminology, 
graphic presentation, and basic simplifica- 
tion of terminology ; and in the same jour- 
nal for April, George D. MeCarthy urged 
that the inclusion in every set of financial 
statements of a disposition of funds state- 
ment would make them easier to under- 
stand. Stress was laid by Earle C. King, 
chief accountant of the Securities and Ex- 
change Commission, in an article entitled 
Some Comments Concerning the Presenta- 
tion and Interpretation of Corporate Finan- 
cial Statements, in The Canadian Chartered 
Accountant for March, on the ‘‘necessity 
for extreme clarity in the presentation of 
financial statements and the necessity for 
unequivocal language in their interpreta- 
tion’’, 


Maurice H. Stans, in the Journal of 
Accountancy for March, repeated the 
charge so often made in the past that im- 
proper use of the term reserves is a major 
cause of defective financial statements and 
that in practice there is ‘‘too much vari- 
ation in the use of words designating 
reserves’’. Tle sees this problem as partly 
one of terminology and partly one of 
accounting theory. At this distance, it is 
dificult to understand the apparent disin- 
tlination of accountants in U.S.A. to adopt 
the distinction between the terms ‘‘re- 
serves’’ and ‘‘provisions’’ by which the 
English and Australian institutes and the 
English legislature have sought to remove 
causes of obscurity. 
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A striking feature of the development of 
accountancy thought in both England and 
U.S.A. in recent years has been the increas- 
ing emphasis placed on the importance of 
profit and loss statements and on the neces- 
sity for greater precision, clarity and con- 
sistency in the determination of profit or 
net income. One important aspect of clear 
presentation of income is the way in which 
extraordinary or non-recurring items of 
income or losses should be treated. This 
—— is examined in Accounting Research 
Bulletin No. 382 of the Committee on 
Accounting procedure, American Institute 
of Accountants, the text of which was pub- 
lished in the Journal of Accountancy for 
January, 1948. The Committee expressed 
the opinion that ‘‘there should be a general 
presumption that all items of profit and 
loss recognized during the period are to be 
used in determining the figure reported 
as net income. The only possible exception 
to this presumption in any case would bk 
with respect to items which in the ager 
vate are materially significant in relation 
to the company’s net income and are clearly 
not identifiable with or do not result from 
the usual or typical business operations of 
the period’’. 


Examples of items which might thus be 
excluded ‘‘when their inclusion would im- 
pair the significance of net income so that 


inferences might be drawn 
were enumerated by the com- 


misleading 
therefrom’”’ 
mittee as: 

Material charges or credits (other 
than ordinary adjustments of a re- 
curring nature) specifically related 
to operations of prior years, such as 
the elimination of unused reserves 
provided in prior years and adjust- 
ments of income taxes for prior 
years ; 


(a) 


Material charges or credits resulting 
from unusual sales of not 
acquired for re-sale and not of the 
type in which the company generally 
deals ; 


assets 


Material losses of a type not usually 
insured against, such as those result- 
ing from wars, riots, earthquakes, 
and similar calamities or catastro- 
phes, except where such losses are a 
recurrent hazard of the business; 

The write-off of a material amount 
of intangibles, such as the complete 


(d) 
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elimination of goodwill or a trade- 
mark ; and 

The write-off of material amounts of 
unamortised bond discount or prem- 
ium and bond issue expenses at the 
time of the maturity or refunding 
of the debt before maturity. 

The Committee considered the question 
whether such excluded items should be 
shown as direct items in the surplus 
account (corresponding, in English and 
Australian parlance, to the appropriation 
account) or as items in the current income 
statement immediately following the figure 
of net income. It specifically stated that it 
‘‘expressed no preference for either of 
these methods, but was of the opinion that, 
regardless of the form of presentation, the 
amount of net income should be clearly 
and unequivocally designated’’. 

It is interesting to observe that, under 
the 1947 English Companies Act, the profit 
and loss account must disclose any material 
respects in which items in it are affected by 
transactions of a sort not usually under- 
taken by the company or otherwise by cir- 
cumstances of an exceptional or non-reecur- 
rent nature, and that amounts withdrawn 
from, or added to, reserves and provisions 
are specifically required to be separately 
stated. The question discussed in the bulle- 
tin of the American Institute is, however, 
not so much a question of separate dis- 
closure as of designation of items in the 
income statement. 

In the same issue of the Journal of 
Accountancy in which the text of this re- 
search bulletin appeared, two interesting 
comments on it were made. George D. 
Bailey, president of the American Institute 
of Aecountants, supported the opinion of 
the committee, in an article entitled the 
Increasing Significancé of the Income 
Statement, as an illustration of the com- 
mittee’s work towards the end of ‘‘narrow- 
ing areas of permissible practice in presen- 
tation of income’ : 

On the other hand, Earle C. King, chief 
accountant of the Securities and Exchange 
Commission, in a letter to Carman Blough, 
director of research of the American Insti- 
tute of Accountants, intimated that the 
Commission had authorized its staff to take 
exception to financial statements which 
appeared to be misleading, even though 
they reflected the application of the bulle- 
tin. The Commission’s reason for this atti- 


tude was that ‘‘the procedures recom. 
mended in the bulletin seem to be suscep. 
tible to abuse and may result in misleading 
income and earned surplus statements in 
conflict with published rules and opinions 
of the Commission as well as of opinions of 
the Chief Accountant, inasmuch as they: 

(1) make mandatory the exclusion of 

certain specified items from the 
determination of net imecome when 
their inclusion would impair the 
significance of net income so that 
misleading inferences might be 
drawn therefrom ; 

permit the items so excluded to be 
shown either at the bottom of the 
income statement immediately fol- 
lowing the ‘amount of net income’ 
or as direct charges or credits to 
surplus ; “ 
permit the commingling of the items 
excluded from the determination of 
net income with appropriations to 
general contingency and inventory 
reserves made from net income; and 
prescribe no caption for the final 
item on the income statement when 
any of the items referred to in (2) 
or (3) are shown therein. 

The difference of opinion between the 
research committee and the Commission is 
an interesting illustration of the careful 
thought which is being given in U.S.A. to 
questions of terminology and form, as well 
as of the technical problems involved in 
attempts to remove causes of obscurity in 
financial statements generally. Further 
reports of developments in this particular 
controversy will be awaited with interest. 


DEPRECIATION AND REPLACEMENT 


Perhaps the livest current accounting 
controversy is the question whether 
accounting for depreciation should have 
regard to rising replacement costs. In large 
measure, the controversy resolves itself into 
a question of interpretation of cost. Should 
cost be interpreted as monetary sacrifice, or 
as sacrifice of opportunity? To some extent 
also, questions of accounting procedure 
arise. Questions of theory and of practice 
are thus both involved. 

On the theoretical aspects The Account- 
ing Review, the journal of the American 
Accounting Association, for April, 194, 
contains an interesting series of articles on 
Depreciation and the Price Level by six o! 
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the foremost authorities in U.S.A. Each of 
these authorities was asked by the Associ- 
ation to prepare a paper expressing his 
views for or against the hypothetical pro- 
position : 
Resolved that departures from the his- 
torical cost basis of recording fixed asset 
depreciation be recognized as falling 
within the scope of generally acceptable 
principles of accounting. 


Three of the authorities, James L. Dohr, 
W. A. Paton, and Maurice E. Peloubet, 
took the affirmative view, though in each 
ase With reservations. Dohr thought that 
the basic question was ‘‘one of developing 
a method of dealing with the differences 
which exist between monetary income and 
economie income’’ and that ‘‘if ‘hh satis- 
factory method can be developed it is to be 
assumed that accountants will not only 
accept the solution but urge its adoption’’. 
His suggestion for a solution was the use 
f carefully constructed indices of price 
‘hanges, by the application of which ‘‘the 
ost of utilisation of long-term facilities can 
be placed on a current basis and can be 
nade reasonably comparable to the remain- 
ng charges in the income statement’’. 
Paton thought that ‘‘the accountant who 
tharges 1947 revenues with depreciation 
expressed in unadjusted 1935 dollars, 
alongside of labor, materials and other 
ists in 1947 dollars, is guilty of failing 
to recognize the plant cost actually, liter- 
ily ineurred’’. At the same time, he 
egarded the case for depreciation based 
m replacement values as ‘‘only a nibble 
t a very difficult problem’’—that of 
hanges in accounting procedure to meet 
the effects on assets of all kinds of changes 
i price levels. Peloubet thought that the 
reposition eould be affirmed only when 
parture from the historical 


‘ 


cost basis 


NaS 


base on data which ean be objec- 
tively tested ; 

cousi tenths applied ; 

based on assuniptions the validity of 
which is not open to reasonable 
doubt; and 

where there is some measure of 
acceptance of the method of making 
the departure from the cost basis by 
accountants and by government 
agencies concerned. 
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Accordingly he thought that what is now 
needed is a study of particular cases and 
the working out of specific problems. He 
regarded the whole problem as pressing 
and as offering probably the greatest 
present-day challenge to accountants. 


On the negative side, William H. Bell 
and Erie L. Kohler were sympathetic with 
the desire to protect capital investment by 
providing for increased of replace 
ment, but thought that the objective could 
best be achieved by retention of profits 
rather than by charges against profit (an 
attitude which is substantially that taken 
by the American Institute of Accountants 
and The Institute of Chartered Accountants 
in England and Wales 


cost 


Howard C. Greer thought that the solu 
tion lies, not in revision of accounting pro 
cedures and statements, but in exposition 
of the significance and limitations of 
accounting statements. 


The case for depreciation based on 
estimated replacement cost was argued 
also in two articles in the March issue 
of the Journal of Accountancy—What 
is Actual Cost in Depreciation Account 
ing by William A. Paton, and Depreciation 
on Cost Prevents Income Being Fairly 
Stated, by W. D. Cransboun. The wider 
problem of adaptations of accounting 
‘*values’’ generally to price-level changes 
was examined by Maurice Mornitz in an 
article in the April issue of the Accounting 
Review and by E. 8. Freeman in an article, 
Ilow to Show. Effect of Change in Value 
of Dollar Yet Preserve Cost Basis in 
Accounts, in the Journal of Accountancy 
for February 


In England, Bernard M. Berry, in The 
Accountant of February 21, suggested ‘‘re 
valorisation’’ as an alternative to higher 
replacement provisions—this revalorisation 
to be effected through the application to 
values of fixed 
price co-efficients. (Presumably the views 
of Sir Alan Herbert on this proposed new 
assault on the King’s Enelish are either 
unexpressed or unprintable!) Apart from 
the proposed new term, the solution sug 
gested is similar to that propounded by 
James L. Dohr. Another English accoun- 
tant, F. Sewell Bray, in the Journal of 
Accountancy for March, advoéated a three- 
part income statement, comprising: 


book assets of a series of 
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(1) a statement of income computed on 
the conventional cost basis; 


(2) appropriations or dispositions of this 
income, including those made neces- 
sary by changes in the value of 
money; and 


(3) the surplus account. 


Finally, a correspondent, A. B. Gardiner, 
in The Accountant of March 20, suggested 
that accounting for depreciation on replace- 
ment value may now be a legal necessity 
in England, in view of the requirement of 
the 1947 Companies Act that ‘‘every profit 
and loss account of a company shall give 
a true and fair view of the profit or loss 
of the company for the financial years’’; 
and a leading article, Quo Vadis?, in the 
same journal for March 27 suggested that 
legal advice might be taken on this point. 

VALUATION OF STOCK-IN-TRADE. 

James L. Dohr 
Accounting Review, April) ealls ‘‘the 
realm of the Ifos continues unabated. 
Kdward Bb. Wilcox, in an article, The Rise 
and Fall of L.1.F.0., in the Journal of 
Accountancy for February questioned 
whether it had not caused more uncertainty 
than good and whether economic or 
monetary gain should be the proper con- 
cern of the accountant. In passing, he 
referred to the ‘‘mis-shapen offspring of 
L.1.F.0.’’—H.1.F.0. (highest-in-first-out ) 
N.I.F.0. (next-in-first-out), and M.O.T.I. 
(more-out-than-in), and apologised for the 
fact that ‘‘M.O.T.I. does not rhyme with 
the names of the rest of the family’’, 
though, he said, ‘‘we may be in the position 
of the parents of Eeny, Meeny, Miney and 
John, who didn’t want any M.O.’’. 
Maurice E. Peloubet’s rejoinder, Has 
L.I.F.0. Fallen?, appeared in the April 
issue of the Journal of Accountancy. Other 
interesting articles on the same topic are 
Inventory Methods in U.S.A. (Maurice E. 
Peloubet : Canadian Chartered Accountant, 
January), Financial Effects of Inventory 
Methods (Cecil A. Ellis: Canadian Char- 
tered Accountant, January), L.1.F.O. Falls 
Only When It is Improperly Applied 
(C. Oliver Wellington: Journal of Accoun- 
tancy, March), and How to Deal with In- 
flated Profits (Konrad Englemann: Jour- 
nal of Accountancy, March). 


The battle in what 
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TEACHING, TRAINING, ORGANIZATION AND 


Status OF ACCOUNTANTS. 


A happy augury for the future of the 
accounting profession is the attention now 
being given to methods of teaching and 
training of accountants, the organization 
of the profession, and the ways in which 
the purposes and uses of accounting may 
best be explained to the community. 


A notable landmark in the history of the 
teaching of accounting was recorded in 
The Accountant of January 31: this was 
the formation in the United Kingdom of 
an Association of University Teachers of 
Accounting, which hopes to play an impor- 
tant part in the development of the scheme 
for university training of entrants into the 
profession. The Association intends to 
issue a periodic Newsletter, which will be 
edited by W. T. Baxter, recently-appointed 
full-time Professor of Accounting in the 
University of London. Professor Baxter's 
inaugural lecture, Accounting as an Aca- 
demic Study, was published in The Accoun- 
tant of March 6. Other interesting com- 
ments on training were made in a leading 
article on Training of Articled Clerks (The 
Accountant, February 14), an address by 
Professor F. G. Soper on Professional and 
University Education (The Accountants’ 
Journal, N.Z., March), an _ article by 
Thomas A. Budd, Selection and Educational 
Training of Cost Accountants (Accounting 
Review, April), and an address to the 
American Accounting Association, Our 
Mutual Objectives, by the past president 
of the American Institute of Accountants, 
E. B. Wileox (Accounting Review, Janv- 
ary). 


On organization of the profession a some- 
what lonely note was struck in the Journal 
of Accountancy for February in an article, 
The Case Against Regulatory Accountancy 
Legislation, by William R. Winn. Strong 
claims for acceptance by accountants of it- 
creased social responsibilities were made it 
the address entitled Undertakers, Physi- 
cians and Builders, by G. D. Shepherd, 
president of The Institute of Chartered 
Accountants in England and Wales (Thé 
Accountant, April 10), and in two articles 
by Professor W. A. Paton, The Accountant 
and Private Enterprise (Journal of At 
countancy, January and April). 
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Professor Paton, in his usual forthright 
way, claimed that accountants are not dis- 
tinguishing themselves as defenders of the 
system of private enterprise, and entered 
a plea for realistic recording and complete 
disclosure of the ‘‘economie values’’ of 
assets and for recognition of the evils of 
eonservatism in accounting and of the effect 
on income of mis-statement of asset 
“values’’. 

Dealing with the public relations of the 
profession John L. Carey had many inter- 
esting things to say, not all of which were 
flattering, in an article, Public Opinion 
of the Accounting Profession, in the 
Journal of Accountancy, for January. 


ACCOUNTING THEORY. 


Many of the articles referred to above 
included deep incursion into the realm of 
accounting theory. Three other articles in 
particular show clearly the extent and the 
quality of the thought now being given 
overseas, particularly in U.S.A., to the 
theoretical back-ground of the art of 
accounting and the rapidity with which 
accounting concepts and doctrines are 
undergoing revision. These articles were 
the report of a committee of The American 
Accounting Association on Revision of the 
Tentative Statement of Accounting Princi- 
ples, formulated in 1936 (Accounting Re- 
view, January); a statement by another 
committee of the Association on Cost 
Accounting Concepts (Accounting Review, 
January); and an article by Arthur C. 
Kelley, Definitive Income Determinations : 
The Measurement of Corporate Income on 
an Objective ScientifiegBasis (Accounting 
Review, April). 


ACCOUNTANTS’ TAX PRACTICES. 


What an editorial in the Journal of 
Accountancy calls ‘‘a crisis in relations 
between the two professions (law and 
accountancy) which the more sober-minded 
of both bitterly regret’’ has occurred in 
U.S.A. in connection with accountants’ tax 
practice. It was reported in the February 
issue of the Journal that the Attorney- 
General of the State of Kentucky had in- 
formed a practising accountant that the 
“Tendering of advice to a person concern- 
ing his legal liability to the government 
and receiving consideration for that service 
and advice is practising law’’ and that 
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even the preparation of ta® returns con- 
stituted the practice of law. Editorial com- 
ments in the March issue of the Journal 
pointed out that this opinion was ‘‘at vari- 
ance with a decision of the Supreme Court 
of Massachusetts and with official state- 
ments by bar association representatives’’ 
and that it was ‘‘ineconceivable that so 
sweeping a prohibition could be enforced’’. 
Whatever the legal position may be, it is 
evident that an unfortunate situation has 
developed. The Journal of Accountancy 
for March took the line that: 


The problem must be worked out by men of 
good will in both professions through fair 
presentation of the facts and intelligent con 
duct. It is in the best interests of both pro- 
fessions, and in the best interests of society as 
a whole, that there be co-operation, not conflict. 


By way of contrast with this unpleasant 
record, the remarks of Sir Gerald Bruce at 
a luncheon given by the South Wales and 
Monmouthshire Society of Chartered 
Accountants that relationships 
between the professions in the United King- 
dom are in a happier state. Sir Gerald 
said The Accountant, March 13): 


suecested 


As a solicitor, I have always thought that the 
two professions are complementary and they 
ean help each other; in fact, our profession 
could not go on were it not for the 
it gets from chartered accountants. | 
unless I had an audit by a 
ehartered accountant. This essential shows the 
respect and regard one has for chartered 
accountancy. I think it is essential and proper 
that chartered accountants should prepare the 
income tax returns of their elients. We know 
something about it, but we do not know all that 
chartered accountants do, and we feel it should 
be left in the hands of experts. 


assistance 
would 
never be a trustee 


TECHNICAL ARTICLES. 


Interesting and useful comments on 
audit procedure were made in articles on 
Some Aspects of the Audit of Solicitors’ 
Trust Accounts, by C. H. Perkins (Accoun- 
tants’ Journal, N.Z., February) and 
Accounting Transactions Most Frequently 
Used to Cover Defaleations, by Roman R. 
Sevenish (Journal of Accountancy, April 
The Accounting Review for January con- 
tained a Statement on the Responsibilities 
of the Internal Auditor, by the research 
committee of the Institute of Internal 
Auditors; and the Journal of Accountancy 
for January published Statement on Audit- 
ing Procedure No. 23, by the American In- 
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; 
stitute of -Accountants’ committee on audit- The Accounting Processes of Standard 
ing procedure, dealing with Reeommenda- Costs, by K. W. Bevan—another plea for 
tion made to clarify Accountants’ repre- interest in cost accounting on the part of 
sentations where opinion is not expressed. auditors. (The Accountant, April 10). 
Articles of interest to cost accountants Cost Accounting and the Use of Space and 
include Equipment, by David Solomons —a 
Cost Accounting From a_ Practising study of a specific problem in allocation 
Accountant’s Viewpoint, by Walter of floor space between departments. (The 
Saxelby—a_ plea for greater’ in- Accountant, March 27 and April 3). 
Cost Predetermination in Volume Planning 
accounting as a means of controlling ex- as Developed in the Cotton Textile In- 
penditure and improving individual and dustry, by Lewis F. Sawyer. (Journal of 
national efficiency. (The Accountant, Accountancy, March). 
Mareh 13). How to Audit Cost System to Provide Most 
Problems of Uniform Accounting and Useful Service to Management, by Earl 
Costing, by J. A. Seott. (The Accoun- A. Green. (Journal of Accountancy, 
tant, March 20). April). 


terest by financial accountants in cost 


ACCOUNTING CONVENTIONS NEED REVIEW NOW. 


Accounting, like other fields, is plagued may often be found on which to justify a 


with fetishes and sacred cows, and it is view or a procedure which has become 
high time that homage be shifted from conventional throyggh long adherence or 
these to the primary objective—furnishing observance. ‘‘It Mhust not, be assumed”, 
owners and managers with essential econ- as one teacher of economie¢s put it, ‘‘that 
Where recognition of economic all our ancestors were damn fools’’. What 
realities runs counter to some convention is needed is a clear understanding of fune- 
or tradition, perhaps never soundly tion and a critical review of conventions 
#rounded, tradition should give way. In in the light of.such, function. Such a re- 
other words, tradition should not be wor- View is particularly needed at the present 
shipped for its own sake. On the other juncture. 

hand, it should not be assumed that attack- (Professor W. A. Paton: Accounting 
Procedures and Private Enterprise: The 
Journal of Accountancy, April, 1948. 


omie data. 


ing or disregarding established ideas and 
practices is a virtue in itself. Good reasons 
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CHRISTOPHER COLUMBUS 


Christopher Columbus, with a small company of 88 


souls, sailed from Spain on the 3rd August, 1492, to 
discover a western passage to Asia. The crews of his 
three small ships were adventurous, and oft-times 
mutinous, but sheer determination to succeed enabled 
Columbus to restrain the evil-disposed from the 
excesses they meditated. On the 12th October — 70 
days after leaving their homeland—the cry of “Land 
Ho!” announced the appearance of what proved to 
be the New World. 

Determination to succeed has won other 

battles in life . . . determination to 

SAVE leads to success. 


THE STATE SAVINGS BANK 
OF VICTORIA 


"Safeguarding Your Savings" 
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The Australasian Institute of Cost Accountants 


EXAMINERS’ REPORT ON SUBJECT K ’ 
MARCH, 1948, EXAMINATIONS—FINAL COSTING, FIRST PAPER 


One hundred and twelve candidates submitted papers for this subject. Forty-one 
candidates secured passes only twenty candidates obtained better than a bare pass. 
This position appeared to be due to candidates failing to answer the question asked. 

Too much was again written upon subjects vaguely allied to the subject of the 
question. This fails to answer the question asked, and fails the candidate, as the 
examiner has no option but to assume that the candidate does not know the subject 
on which he is asked to answer a question. This matter is stressed because it 
appears to be a major cause of failures, and some examples will be indicated in 
the comments on the questions. ; 

Very few candidates pay any attention to the presentation of their work. Hand- 
writing is legible for the first question or two and then is scrawled in any fashion 
and sometimes pencils are substituted for pens. With some notable exceptions, the 
standard of presentation of work is disgraceful, and, more especially so, when it is 
prepared by members of the Accountancy Profession. The presentation very greatly 
aids or handicaps the candidate. There was not a pass in the first question where the 
work was untidy and carelessly set out, due to the fact that candidates became 
hopelessly entangled in their confusion of Journal Entries. 

An Analysis of the marks obtained by candidates was: 

, Under 20 marks 2 eandidates 
21—30 2 a 
31—40 15 
41—50 19 
51—60 sez, 33 
61—70 27 
71—80 , 9 
81—90_ ,, 5 ‘ 

The average percentage of marks obtained in each question, the number of candi 
dates obtaining a pass and the number of candidates awarded over 95% in each 
question were: 

Question Average Percentage Number Obtaining Number Obtaining 
Number Marks Obtained 65% or Over 95%—100% 
53 45 6 
54 40 
60 56 
52 41 
56 , 39 


FULL PAPER 55 4] e Nil 
The average marks for all questions were below pass standard and Question 3 
was the only one in which half the total number of candidates secured a pass. 
Detailed Comments on the Questions: 
QUESTION 1. 
This question on Standard Costing called for the use of Journal Entries. In spite 
of the question, some candidates answered with Ledger Account presentations. 
Weaknesses evident were: 
The Journal Entry build up to Ledger Accounts for Standard Costing was not 
known. 
Candidates had little knowledge of the interlocking of the Cost and Financial 
Accounts. 
Students appear to superficially know Standard Cost Statements without knowing 
how the relevant data and figures flow through the accounts from which these 
statements are produced. Many candidates were hopelessly wrong in their 


, 
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Journal Entries (a) and (b) and yet were able to correctly present (c) despite 
the fact that the Variance Accounts entries in their Journals were nothing like 
those in their Statement of Cost. 

Journal Entries should be complete. Failure to use clear, or any, narrations 
confused candidates. The question asked ‘‘Write up’’ the named Journals, but 
most Journal Entries submitted failed to measure up to the standard of working 
paper ‘‘skeleton’’ journal entries. 

A noticeable feature in this question was the almost total failure of the candidates 
of one State—Nos. 701 to 724. Seven only passed while the remaifffig candidates 
obtained an average of only eight marks. Those passing obtained very high marks, 
but the others appeared to know little of this subject and some otherwise good papers 
failed on this question. 

QUESTION 2. 

This question gave a set of information for each of four departments and called 
for some constructive reasoning from candidates and asked for an answer to be 
presented as a REPORT for the Factory Manager. Not 20% of the candidates 
presented their answer as a report. ° 

Main weaknesses were: 

Many candidates selected the largest money figure and stated that because of its 
size it decided the basis to be used and recommended the percentage on Material 
Cost because this figure exceeded Labour Costs and Expense Costs. 

Carelessness in recommending a method and giving the calculation for a different 
method, e.g., Recommend Man Hour method and give a ecaluculation for Labour 
Cost Method. 

Sheer carelessness in arithmetic. Very few of these simple calculations were 
correct, despite the fact that figures were designed to give a minimum amount 
of trouble in this respect. 

Describing six methods which could be used and recommending none—failure to 
read the question. 

Failure to give reasons for the recommendations made. 

This question was elastic and allowed candidates a measure of assumption, 
and, providing the method recommended fitted any assumptions made, full marks 
were awarded. 

QUESTION 3. 

This question was very elementary, carrying 15 marks, and this should have warned 
eandidates that a full answer was needed to earn these marks. Five candidates only 
received full marks and the average was only 60%. ° ; 

Main causes of failure were: 

Too many candidates tried to answer this question in from two to six lines. 
Failure to read the question. 
(a) Many did not ‘‘enumerate’’ as asked. 
(b) Essays ranged from the subject of Stores Control to the subject of Pro 
duction Control. 
QUESTION 4. 

This question asked ‘‘Outline fully the essentials of correct time recording in a 
jobbing factory’’. Many answers to this were excellent, but the majority failed and 
failed because they did not READ and answer the question asked. 

All types of answers were produced and ranged from Essays on Electric Time 
Recorders, in all their varieties, to the different possibilities in the design of Job 
Cards. .‘‘The essentials of correct time recording’’ was not touched upon by many 
candidates. 

QUESTION 5. 

Fewer candidates passed in this question than in any of the others. ° 

(1) Was very badly answered. Generally little thought was given this beyond 
naming three of the different types of wage incentive plans. 
Was answered fairly well but many omitted any reference to uses which they, 
as Cost Accountants, would make of the ‘‘normal capacity’’ factor. ; 

Generally candidates displayed very little knowledge of the incidence of overhead 
costs in a factory. 

SUMMARY. 

There were some seven very good papers presented, but many of the above remarks 
apply to the other one hundred and five. The answers indicated that many candidates 
have not a thorough knowledge of the fundamentals of their subject. Little attempt 
is made to carefully read the question and little effort is used to logically present a 
solution step by step to its conclusion. The non-observance of these very necessary 
requirements meant the difference between success and failure to forty candidates 
who did not pass in this paper. 
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FINAL COSTING, SECOND PAPER. 


Of 112 condidates who presented themselves for this paper, 47 only reached pass 
standard and many of these were very little above that standard. 
Analysis of the marks obtained is as under: 
Marks Candidates 
zess than 45 marks 17 
-54 marks 22 
marks 26 
marks 26 
75-84 marks 18 
More than 84 marks 3 47 
112 


Results were thus disappointing, particularly as none of the questions in the paper 
could be regarded as difficult to-any student who has an adequate understanding ef 
the basic essentials of cost accounting. It is evident that the large majority of the 
candidates was inadequately prepared for the examination. 


This conclusion is supported by the following analysis of the average marks 
obtained in the various questions— 
Question Average Marks 
3 67% 
2. 60% 
3. 73% 


34% 
5. 63% 
6. 61% 

It will be seen that only in two questions (Nos. 1 and 3) were the average marks 
obtained above pass standard. 

Question 1, dealing with calculation of a co-efticient of correlation, was well 
handled by most candidates, though several (who had evidently made no study of 
statistical method) received very low marks or none. 

Question 2 called for a diagram of the documents and records relating to account 
. ing for materials. Many of the diagrams presented were untidy, sketchy and 
incomplete: in many cases also students overlooked or ignored the reference in the 
question to a specified relationship between financial and cost records. 

Question 3 was a simple question on the calculation of cost of work-in-process 
under a process cost system. Though well handled by the majority of students, th 
question was beyond the reach of many others. 

Question 4 called for a classification of ledger accounts in a system of ‘‘con 
trolled’’ cost accounts. It was very badly handled,-except by a few candidates, and 
nearly all candidates submitted a classification which was quite unsuitable for use 
in the circumstances described in the question. 

Question 5 dealt with the causes of underabsorption of manufacturing expens 
Many answers submitted were incomplete, the majority were badly arranged, and in 
many cases the ‘‘causes’’ enumerated were irrelevant to a discussion of manufac 
turing expense. 


FINAL COSTING, THIRD PAPER. 
Marks obtained in this paper ranged as follows: 
75 and over Nil — 
70 to 74 8 7% 
65 to 69 31 28% 
60 to 64 36 32% 
55 to 59 29 26% 
Under 55 8 7% 


TOTAL 112 100% 


It will be observed that approximately one-third obtained pass marks, approxi- 
mately one-third received from 60% to 64% and had every chance of being successful 
if better marks were obtained in other papers, while one-third secured less than 60%. 


The percentage of candidates who obtained pass marks in individual questions and 
the average marks for each question are as follows: 
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Number of Percentage Possible Average Average 
Question passes of passes marks marks Percentage 
] 45 40% 20 12.3 61.5% 
47 42% 10 6.3 63.0% 
34 30% 2: 14.9 59.6% 
40 36% ‘ 18.7 62.3% 
77 69% : 10.3 68.7% 


TOTAL 100 62.5 

Question 1 called for the preparation of a flexible budget separating fixed and 
variable expenses with allocation of expense to departments or cost centres and the 
caleulation of expense rates based on budgeted production hours. The introduction 
of standard costs with reports on variances from Standard should also have been 
recommended. 

Several candidates failed to mention the salient features as above and dealt in 
detail with individual items of factory expense such as repairs and maintenance 
and the methods suggested for high-lighting excessive costs of this nature and 
tracing them to causes. 

Question 2 practically mentioned that standard labour times and material allow- 
ances were used in the organisation mentioned, nevertheless a considerable number 
of candidates did not suggest standard costs for the standardised production in this 
assembly plant. 

The advantages of standard costs here include the following: 

(a) Attention is drawn to variations from standard. 

(b) Responsibility for variations can be fixed on foremen. 

(ec) Labour efficiency reports can be readily prepared. 

(d) production planning and Control and Material Control is simplified and 
therefore more efficient and economical. 

Question 3. Many candidates appeared not to have grasped the fundamentals of 
standard costs in their answers to this question. Cost elements are accounted for 
in Work-in-Progress Accounts, the balances of which give the valuation of any 
time of Work-in-Progress. Candidates suggested a variety of methods in order to 
arrive at this valuation, including listing and adding (job) cost cards and taking 
physical stock and estimating the stage of completion of work. 

Valuable time was lost in many cases by a discussion on the merits or demerits 
of valuing Work-in-Progress at Standard for balance sheet purposes. This was not 
asked for neither did the question eall for a discussion on the procedure involved in 
converting standard values to actual costs. It is hardly necessary to remark that 
this subject is a recurring favourite with some candidates who introduce it whenever 
valuation is mentioned. 

The final disposal of variances in the accounts, however, could well be accepted as 
being within the scope of the question as variances require to be dealt with in 
accounting for Work-in-Progress. 

Question 4. In this question the defects of the organisation from an accounting 
point of view are stated quite clearly—that no-cost or stock records are kept. It 
should be obvious that these records are necessary in order to enable the organisation 
to determine its trading position at the end of each month. 

Unfortunately some candidates read the question as implying that cost or stock 
records were debarred. 

The routine to be installed would commence with a stock-take and introduction 
of a perpetual inventory, following on a survey of the organisation and a decision 
having been made as to the cost system to be installed, obviously job costs in this 
instance. 

Further steps would cover the setting up of labour time records, analysis of over 
head costs and determination of expense rates, introduction of production er job 
orders and system of production recording and the introduction of a cost ledger 
with controlling Work-in-Progress Accounts. Accounting procedure to arrive at 
Cost of Sales and determination of gross and net profits would complete the require 
ments of the answer. 


Question 5. This question presented little difficulty to candidates, 77% of whom 
answered it satisfactorily enough to obtain pass marks. Columns for materials on 
order reserved for production and balance available for allocation were called for 
in addition to the usual details, which include maximum and minimum levels and 
ordering quantities. 

APPOINTMENT. 


Mr. L. A. Wharldall, A.C.A.A., formerly Section Leader (Industrial Accounts) 
Prices Branch, Adelaide, has been appointed Senior Cost Investigator, Division of 
Industrial Development, Melbourne. 
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VICTORIAN DIVISION 
Standard Cost Post Graduate Course. 
The following is the programme for the Standard Cost Post Graduate Course: 
First Night—16th August, 1948—lLecturer Mr. A. A. Fitzgerald. The meaning of 
cost and the general uses of cost accounting. Principles of cost concepts 
and cost accounting terminology. 
Second Night—23rd August, 1948—Lecturer Mr. H. E. Limer. Accounting Pro 
ceduse-and Technique. 
(a) Classification of Accounts, 
(b) Design and Function of Records, 
(ce) Analysis and Accumulation of Costs for Material, Labour and 
Expense, 
(d) Factory or Cost Ledger Control, 
(e) Peeuliarities of Cost Bookkeeping for Standard Costs. 
Third Night—30th August, 1948—Lecturer Mr. G. H. Peterson. Problems affecting 
the Installation of Standards. 
(a) Application of Standards, 
(b) Material Problems, 
(c) Labour Problems, 
(d) Expense Problems. . 
Fourth Night—6th September, 1948—Lecturer Mr, A. Rutherforg. Preparation of 
Standards. 
(a) Material, 
(b) Labour. 
Fifth Night—13th September, 1948—Lecturer Mr. D. E. Lewis. Problems in the 
Practical Use of Standards. 
(a) Setting of Standards for Expense. 
(b) Price Changes, 
(ec) Caleulation of Actual Costs. 
{d) Inventory Problems. 
Sixth Night—20th September, 1948—Lecturer Mr. A. D. Richmond. Preparation, 
Form and Content of Managerial Reports under a Standard Cost System. 
(a) Emphasis on Reports showing Variances rather than Product 
or Process Costs, 
(b) Profit and Loss Accounts, Balance Sheets, etc., 
(c) Treatment of Variances, 
(d) Form of Reports, ete. 
Each Night is Planned. 

The Course is open to all Members of the Victorian Division. Roneod notes of 
each lecture will be distributetl prior to the lecture, so that those attending may have 
prior thoughts on the points involved. At the conclusion of the lecture, the lecturer 
will discuss and give opinions on case ‘studies submitted by those present. Actual 
factory data only will be discussed, and every endeavour will be made to obtain the 
most practical solution to each situation. 

This series is part of a scheme to foster post-graduate study amongst members. 
Other series will be conducted if members demonstrate their willingness to support 
the idea. 

How to Enrol. 

If you are a Member of the Victorian Division and wish to enrol, write immedi- 
ately to the Divisional Registrar 11-19 Bank Place, Melbourne. Please do not enrol 
if you are unable to complete the whole six nights as your enrolment might preclude 
others from taking part. 





Professional Classified Advertisements 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 2/6 per line (Minimum, 7/6). Address 
advertisements to the Australian Accountant, c/o Box 1510, G.P.0., Sydney. 





N.8.W. ACCOUNTANT-SECRETARY, qualified A.F.I.A., A.C.A.A., A.C.LS., 
desires position Accountant or Company Secretary. Wide experience in Costing, 
Company Administration, Private and Public Company Secretarial positions embrae- 
ing Stock Exchange procedure, Financial Control, Preparation of Budgets and 
Financial Reports and Reviews, and Staff Control, in Heavy Industrial, Engineering, 
Manufacturing and Commercial Concerns. Advertiser ex-Serviceman at present un- 
employed. Would, if necessary, accept junior position anywhere with scope to 
demonstrate ability. References available. Reply H.A.B., ¢/o Box 1510, G.P.O., 
Sydney. 








